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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 6330/August 5, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 18003/August 5, 1981 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Release No. 22149/August 5, 1981 


INVESTMENT CO. ACT OF 1940 
Release No. 11886/August 5, 1981 


ACCOUNTING SERVICE 
Release No. 2951/August 5, 1981 


Separate Reports of Other Accountants; Amend- 
ments to Proxy Rules and Regulation S-X 


ACTION: Final rules. 


SUMMARY: The Commission announces the 
adoption of final rules to eliminate requirements 
for inclusion of separate reports of other account- 
ants in annual reports to security holders when 
part of an examination of financial statements is 
made by an independent accountant other than 
the principal accountant of the registrant or when 
prior period financial statements are examined by 
a predecessor accountant. Final rules are also 
being adopted to amend Schedule 14A to clarify 
when financial statements may be incorporated by 
reference into proxy or information statements 
from the annual report to security holders and 
under what circumstances financial statements in 
proxy or information statements may be omitted. 


EFFECTIVE DATE: Immediately upon publication 
in the Federal Register. 


FOR FURTHER INFORMATION CONTACT: John 
W. Albert, Office of the Chief Accountant, (202) 
272-2130, Securities and Exchange Commission, 
Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: On Janu- 
ary 6, 1981, proposed rules were published in the 
Federal Register (46 FR 1289) which would elimi- 
nate requirements for inclusion of separate reports 
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of predecessor and secondary accountants in an- 
nual reports to security holders. The proposed 
rules would also amend Schedule 14A to clarify 
certain requirements for incorporation by refer- 
ence into and omission of financial statements 
from proxy or information statements. Because the 
Commission did not regard the differential in dis- 
closure which would result from the proposed rule 
amendments to be significant, registrants were 
permitted to apply the proposed rule amendments 
immediately. 


The Commission received nine letters during the 
comment period ended March 15, 1981, all ex- 
pressing general support for the proposed rules. 
As a result, the proposed rules are hereby adopt- 
ed without substantive change as set forth below. 


Inasmuch as the above described rules do not 
impose any additional requirements, the Commis- 
sion finds, for good cause, that that thirty-day no- 
tice provision specified in the Administrative Pro- 
cedure Act [5 U.S.C. 553(d)] is unnecessary and, 
accordingly, the rules shall be effective as_indi- 
cated above. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





Text of Rules 


PART 210—FORM AND CONTENT OF AND RE- 
QUIREMENTS FOR FINANCIAL STATEMENTS, 
SECURITIES ACT OF 1933, SECURITIES EX- 
CHANGE ACT OF 1934, PUBLIC UTILITY HOLD- 
ING COMPANY ACT OF 1935, INVESTMENT 
COMPANY ACT OF 1940, AND ENERGY POLICY 
AND CONSERVATION ACT OF 1975 


1. Section 210.2—05 is revised to read as follows: 


§ 210.2-05 Examination of financial statements 
by more than one accountant. 


If, with respect to the examination of the financial 
statements, part of the examination is made by an 
independent accountant other than the principal 
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accountant and the principal accountant elects to 
place reliance on the work of the other accountant 
and makes reference to that effect in his report, 
the separate report of the other accountant shall 
be filed. However, notwithstanding the provisions 
of this section, reports of other accountants which 
may otherwise be required in filings need not be 
presented in annual reports to security holders fur- 
nished pursuant to the proxy and information 
statement rules under the Securities Exchange Act 
of 1934 [§§ 240.14a-3 and 240.14c-3]. 


PART 240—GENERAL RULES AND REGULA- 
TIONS, SECURITIES EXCHANGE ACT OF 1934 


1. Section 240.14a-3 is amended by revising par- 
agraph (b)(1) to read as set forth below. 


§ 240.14a-3 Information to be furnished to securi- 
ty holders. 


* 


(1) The report shail include for the registrant and 
its subsidiaries consolidated, audited balance 
sheets as of the end of the two most recent fiscal 
years and audited statements of income and 
changes in financial position for each of the three 
most recent fiscal years prepared in accordance 
with Regulation S—X (Part 210 of this chapter), ex- 
cept that the provisions of Article 3, other than 
§ 210.3-06(e), shall not apply and only substan- 
tial compliance with Articles 6, 7, 7A, and 9 is re- 
quired. Any financial statement schedules or ex- 
hibits or separate financial statements which may 
otherwise be required in filings with the Commis- 
sion may be omitted. Investment companies regis- 
tered under the Investment Company Act of 1940 
need include financial statements only for the last 
fiscal year except for statements of changes in net 
assets which are to be filed for the two most re- 
cent fiscal years. If the financial statements of the 
registrant and its subsidiaries consolidated in the 
annual report filed or to be filed with the Commis- 
sion are not required to be audited, the financial 
statements required by this paragraph may be 
unaudited. 


Note 1.—Information required by § 210.4- 
10(k)(1) through (4) of Regulation S-X, applicable 
to oil and gas companies, is to be included as part 
of the financial statements included in the report. 
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In addition, the oil and gas information required by 
§ 210.4—10(k)(5) through (8) of Regulation S-X, 
which may be reported as supplemental informa- 
tion accompanying the financial statements, shall 
be included in the report. 


Note 2.—If the financial statements for a period 
prior to the most recently completed fiscal year 
have been examined by a predecessor account- 
ant, the separate report of the predecessor ac- 
countant may be omitted in the report to security 
holders provided the registrant has obtained from 
the predecessor accountant a reissued report cov- 
ering the prior period presented and the successor 
accountant clearly indicates in the scope para- 
graph of his report (a) that the financial statements 
of the prior period were examined by other ac- 
countants, (b) the date of their report, (c) the type 
of opinion expressed by the predecessor account- 
ant, and (d) the substantive reasons therefor, if it 
was other than unqualified. It should be noted, 
however, that the separate report of any prede- 
cessor accountant is required in filings with the 
Commission. If, for instance, the financial state- 
ments in the annual report to security holders are 
incorporated by reference in a Form 10-K, the 
separate report of a predecessor accountant shall 
be filed in Part Il or in Part IV as a financial state- 
ment schedule. 


2. Section 240.14a-101 is amended by revising 
Item 15 of Schedule 14A to read as follows 


§ 240.14a-101 Schedule 14A. 
quired in proxy statement. 


Information re- 


* * * 


Item 15. Financial statements and supplementary 
data. 


(a) If action is to be taken with respect to any mat- 
ter specified in Items 12, 13, or 14 above, furnish 
the financial statements required by Regulation 
S-X and the supplementary financial information 
requested by Item 12 of Regulation S-K. One 
copy of the definitive proxy statement filed with the 
Commission shall include a manually signed copy 
of the accountant’s certificate. 


(b) In the usual case, financial statements are 
deemed material to the exercise of prudent judg- 
ment where the matter to be acted upon is the au- 
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thorization or issuance of a material amount of 
senior securities, but are not deemed material 
where the matter to be acted upon is the authori- 
zation or issuance of common stock otherwise 
than in an exchange, merger, consolidation, acqui- 
sition or similar transaction. 


(c) Financial statements may be omitted with re- 
spect to a plan described in answer to Item 14(a) if 
the plan involves only the issuer and one or more 
of its totally-held subsidiaries. 


(d) Notwithstanding the provisions of Regulation 
S-X, no schedules other than those prepared in 
accordance with Rules 12-15, 12-28, and 12-29 
of that regulation need be furnished in the proxy 
statement. Parent company only financial state- 
ments are not required to be furnished unless nec- 
essary to make the financial statements not mis- 
leading. 


(e) The proxy statement may incorporate by refer- 
ence any financial statements contained in an an- 
nual report sent to security holder pursuant to 
§ 240.14a-3 with respect to the same meeting as 
that to which the proxy statement relates, provided 
such financial statements substantially meet the 
requirements of this item. 


(f) The financial statements of an acquired compa- 
ny not subject to the reporting provisions of the 
Exchange Act required to be furnished pursuant to 
Regulation S-X shall be certified to the extent 
practicable. However, if the proxy statement is to 
be included in a filing on Form S-14 and if any of 
the securities are to reoffered to the public by any 
person who is deemed to be an underwriter there- 
of, within the meaning of Rule 145(c), the financial 
statements of the acquired business must be certi- 
fied for three years or must comply with the re- 
quirements of Securities Act Release No. 4950. 


3. Section 240.14c-3 is amended by revising par- 
agraph (a)(1) to read as set forth below. 


§ 240.14c-3 Annual report to be furnished securi- 
ty holders. 


(a) *** 


(1) The report shall include, for the registrant and 
its subsidiaries consolidated, audited balance 
sheets as of the end of each of the two most re- 
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cent fiscal years and audited statements of income 
and changes in financial position for each of the 
three most recent fiscal years prepared in accord- 
ance with Regulation S-X (Part 210 of this chap- 
ter), except that the provisions of Article 3, other 
than § 210.3-06(e), shall not apply and only sub- 
stantial compliance with Articles 6, 7.7A and 9 is 
required. Any financial statement schedules or ex- 
hibits or separate financial statements which may 
otherwise be required in filings with the Commis- 
sion may be omitted. Investment companies regis- 
tered under the Investment Company Act of 1940 
need include financial statements only for the last 
fiscal year except for statements of changes in net 
assets which are to be filed for the two most re- 
cent fiscal years. If the financial statements of the 
registrant and its subsidiaries consolidated in the 
annual report filed or to be filed with the Commis- 
sion are not required to be audited, the financial 
statements required by this paragraph may be 
unaudited. 


Note 1.—Information required by § 210.4- 
10(k)(1) through (4) of Regulation S-X, applicable 
to oil and gas companies, is to be included as part 
of the financial statements included in the report. 
In addition, the oil and gas information required by 
§ 210.4—10(k)(5) through (8) of Regulation S-X, 
which may be reported as supplemental informa- 
tion accompanying the financial statements, shall 
be included in the report. 


Note 2.—lf the financial statements for a period 
prior to the most recently completed fiscal year 
have been examined by a predecessor account- 
ant, the separate report of the predecessor ac- 
countant may be omitted in the report to security 
holders provided the registrant has obtained from 
the predecessor accountant a reissued report cov- 
ering the prior period presented and the successor 
accountant clearly indicates in the scope para- 
graph of his report (a) that the financial statements 
of the prior period were examined by other ac- 
countants, (b) the date of their report, (c) the type 
of opinion expressed by the predecessor account- 
ant, and (d) the substantive reasons therefor, if it 
was other than unqualified. It should be noted, 
however, that the separate report of any prede- 
cessor accountant is required in filings with the 
Commission. If, for instance, the financial state- 
ments in the annual report to security holders are 
incorporated by reference in a Form 10-K, the 
separate report of a predecessor accountant shall 
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be filed in Part Il or in Part IV as a financial state- 
ment schedule. 


* * 








SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17990/July 31, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE PHILADELPHIA STOCK EX- 
CHANGE, INC. 


File No. SR-—Phix—81-10 


The Philadelphia Stock Exchange, Inc. (“Phix’”) 
submitted on July 27, 1981, a proposed rule 
change under Rule 19b-—4 to delete its Rule 235 
and to amend its Rule 455, both relating to short 
sales, in order to conform its requirements to 
those of Commission Rule 10a—1 under the Secu- 
rities Exchange Act of 1934. The proposed rule 
change would clarify that short sales relating to 
securities for which trades are reported pursuant 
to a consolidated transaction reporting system are 
currently referenced to the price of last sales as 
reported in the consolidated system, rather than 
the price of last sales effected on the Phix, as its 
Rule 455 now provides. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
August 3, 1981. In order to assist the Commission 
to determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. SR—Phix-81-10. 
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Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. § 552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be avail- 
able at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17991/July 31, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE PHILADELPHIA STOCK EX- 
CHANGE, INC. 


File No. SR-Phix-81-11 


The Philadelphia Stock Exchange, Inc. (“Phix’) 
submitted on July 27, 1981, a proposed rule 
change under Rule 19b-4 to amend Commentary 
.10 of its Rule 1014 to provide that a Registered 
Options Trader (“ROT”), when initiating an open- 
ing transaction from on the trading floor, will be re- 
quired to yield priority and parity to all off-floor 
orders, even if the ROT places his on floor order 
on the specialists book. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
August 3, 1981. In order to assist the Commission 
to determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of publi- 
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cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. SR—Phix—81-11. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. § 552, will be 
available for inspection and copying at the Com- 
mission's Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be avail- 
able at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17992/July 31, 1981 


A notice has been issued giving interested per- 
sons until August 21, 1981 to comment on the ap- 
plication of the Cincinnati Stock Exchange for un- 
listed trading privileges in the common stock (no 
par value) of PACIFIC RESOURCES, INC. which 
is traded on one other national securities ex- 
change and is reported in the consolidated trans- 
action reporting system. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17993/July 31, 1981 


A notice has been issued giving interested per- 
sons until August 21, 1981 to comment on the ap- 
plications of the Cincinnati Stock Exchange for 
unlisted trading privileges in 29 issues which are 
listed and registered on one or more other national 
securities exchanges and are reported in the con- 
solidated transaction reporting system. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17994/July 31, 1981 


In the Matter of 


MUNICIPAL SECURITIES RULEMAKING 
BOARD 

Suite 507 

1150 Connecticut Avenue, N.W. 

Washington, D.C. 20036 


(SR-MSRB-81-6) 


ORDER APPROVING AMENDED PROPOSED 
RULE CHANGE 


The Municipal Securities Rulemaking Board (the 
“MSRB”) submitted on May 11, 1981, proposed 
rule changes under Rule 19b—4 to amend its uni- 
form practice rule, MSRB rule G—12. The pro- 
posed rule change would revise the procedures 
used by municipal securities dealers wishing to 
close out purchase transactions which have not 
yet been completed. The proposal also estab- 
lishes minimum content requirements for notices 
of close-outs, retransmittals, and date extensions 
and substitutes a longer standard period of time 
between issuance and effectiveness of the first 
close-out notice. In addition, the proposal shortens 
the time periods for retransmittals and consoli- 
dates time extensions. 


Notice of the proposed rule changes together with 
the terms of substance of the proposed rule 
changes was given by publication of a Commis- 
sion Release (Securities Exchange Act Release 
No. 17848 (June 5, 1981)) and by publication in 
the Federal Register (46 FR 30942 (1981)). On 


Volume 23, No. 5, August 18, 1981 





July 28, 1981, the MSRB made technical amend- 
ments to the filing: (1) to require a party issuing a 
notice of a close-out, or a notice in connection with 
a retransmitta! of a close-out, to include on the no- 
tice its name and address rather than only its 
name and (2) to provide that if a selling dealer 
gives notice on the last day of the period specified 
for the execution of a close-out that it intends to 
deliver the securities which are the subject of the 
notice, the period during which the purchaser may 
execute the close-out is extended by three, rather 
than two, business days. 


One comment with respect to the proposed rule 
changes was received by the Commission and 
was made available to the public at the Commis- 
sion’s Public Reference Room.' Although the com- 
ment was generally supportive of the proposed 
rule changes, the PSA questioned the sufficiency 
of the five day time extension provided upon 
retransmittal for the time during which the close- 
out can be executed.? In consolidating the time ex- 
tensions provided for retransmittals into one ex- 
tension of five business days, the MSRB reasoned 
that the fixed period would obviate the necessity of 
constant monitoring and updating of the status of a 
particular notice. Furthermore the MSRB indicated 
that the longer period provided by the extension, 
in conjunction with the time limits proposed to be 
applied to the transmittal process itself, should 
provide sufficient time for the entire close-out 
process to be completed, even in the event of sev- 
eral retransmittals. 





1Letter to George A. Fitzsimmons, Secretary, Se- 
curities and Exchange Commission, from Henry C. 
Alexander and Joseph C. Fenner, Co-Chairmen, 
Operations and Compliance Committee, Public 
Securities Association (“PSA”) (June 30, 1981). 


2The PSA also suggested that the relevant portion 
of an MSRB interpretive letter dated February 13, 
1979, be made part of rule G-12 to underscore 
that the proposed elimination of “cancellation” as 
a means of execution would not thereby limit the 
remedies available to purchasers under the rule. 
To the extent that the interpretation is necessary 
in order to clarify the meaning of the rule, we be- 
lieve that it would still apply. 
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The text of the proposed rule change is as follows: 


Rule G-—12. Uniform Practice 


(a) through (g) No change. 


(h) Close-Out. Transactions which have been con- 
firmed or otherwise agreed upon by both parties 
but which have not been completed may be closed 
out in accordance with this section, or as other- 
wise agreed by the parties. 


(i) Close-Out by Purchaser. With respect to a 
transaction which has not been completed by the 
seller according to its terms and the requirements 
of this rule, the purchaser may close out the trans- 
action in accordance with the following proce- 
dures: 


(A) and (B) No Change. 


(C) Contents of Notices. Written notices sent in 
accordance with the requirements of subpara- 
graphs (A) or (B) above shall contain the following 
information: 


(1) The notice of close-out required 
under subparagraph (A) above shall set 
forth: 


(a) the name and address of the mu- 
nicipal securities broker or dealer 
originating the notice; 
(b) through (j) No change. 

(2) The notice of retransmittal required 


under subparagraph (B) above shall set 
forth: 


(a) the name and address of the mu- 
nicipal securities broker or dealer 
retransmitting the notice; 
(b) through (k) No change. 
(3) The notice of extension of dates re- 
quired under subparagraph (B) above 
shall set forth: 


(a) No change. 
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(b) the name and address of the mu- 
nicipal securities broker or dealer 
retransmitting the notice; 


(c) through (j) No change. 


(D) and (E) No change. 


(F) Completion of Transaction. If, at any time prior 
to the execution of a close-out pursuant to this 
paragraph (i), the seller, or any subsequent selling 
party to whom a notice has been retransmitted, 
can complete the transaction within two business 
days, such party shall give immediate notice to the 
purchaser originating the notice of close-out that 
the securities will be delivered within such time pe- 
riod. If the originating purchaser receives such no- 
tice, it shall not execute the close-out for two busi- 
ness days following the date of such notice; the 
period specified for the execution of the close-out 
shall be extended by two business days or, in the 
event that the notice is given on the last day 
specified for execution of the close-out, by three 
business days. Delivery of the securities in ac- 
cordance with such notice shall cancel the close- 
out notice outstanding with respect to the transac- 
tion. 


(G) No change. 


(ii) Close-Out by Seller. If a seller makes good de- 
livery according to the terms of the transaction and 
the requirements of this rule and the purchaser re- 
jects delivery, the seller may close out the trans- 
action in accordance with the following proce- 
dures: 


(A) No change. 
(B) Content of Notice. The written notice 
sent in accordance with the require- 


ments of subparagraph (A) above shall 
set forth: 


(1) the name and address of the mu- 
nicipal securities broker or dealer 
originating the notice; 


(2) through (10) No change. 


(C) and (D) No change. 
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(iii) and (iv) No change. 


(i) through (I) No Change. 


* * 


The Commission finds that the amended proposed 
rule changes are consistent with the requirements 
of the Act and the rules and regulations thereun- 
der applicable to the MSRB and in particular, the 
requirements of Section 15B and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
amended proposed rule changes be, and they 
hereby are, approved, effective September 14, 
1981. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17995/July 31, 1981 


In the Matter of 


MORTON PAUL KOMINSKY d/b/a 
MORTON KOMINSKY 

and 
MORTON KOMINSKY 


The Securities and Exchange Commission (Com- 
mission) has ordered public administrative pro- 
ceedings under the Securities Exchange Act of 
1934 (Exchange Act) against Morton Kominsky 
(registrant), a registered broker-dealer and its sole 
proprietor Morton Paul Kominsky (Kominsky), of 
98 Cuttermill Road, Great Neck, New York. 


The Order for Proceedings alleges that registrant 
and Kominsky wilfully violated and willfully aided 
and abetted violations of the broker-dealer regis- 
tration, net capital, bookkeeping, customer protec- 
tion, margin, financial reporting, supplemental re- 
porting and fingerprinting provisions of the 
Securities ae a Act of 1934. 
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A hearing will be scheduled to determine whether 
the allegations against respondents are true, and 
if so, to decide what, if any, remedial action would 
be appropriate. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17996/August 3, 1981 


In the Matter 
MEYER BERG 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTION 


In these proceedings ordered on September 30, 
1980 pursuant to Section 15(b) of the Securities 
Exchange Act of 1934 (‘Exchange Act’’), Re- 
spondent Meyer Berg (‘Berg’) has submitted an 
Offer of Settlement which the Commission has de- 
termined to be in the public interest to accept. 
Solely for the purpose of these proceedings and 
any other proceedings instituted by the Commis- 
sion or any other regulatory body, and without 
admitting or denying the allegations contained in 
the Order for Proceedings, Berg consents to the 
issuance of this Order containing the findings of vi- 
olations and imposing the sanctions set forth 
below. 


On the basis of the Order Instituting Proceedings 
and Berg’s Offer of Settlement, the Commission 
finds: 


1. Berg willfully violated and willfully 
aided and abetted violations of Sec- 
tion 17(a) of the Securities Act of 
1933 and Sections 9(a)(2), 10(b) and 
13(d) of the Exchange Act and Rules 
10b-5 and 13d—1 thereunder; 


. Berg willfully aided and abetted viola- 
tions of Section 17(a)(1) of the Ex- 
change Act and Rule 17a-3 thereun- 
der; 


In view of the foregoing, it is in the public interest 
to impose the sanction specified by Berg in his 
Offer of Settlement. 
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Accordingly, IT IS ORDERED that Berg is barred 
from association with any broker or dealer, except 
that after a period of one year from the date of this 
Order, Berg may re-apply to the Commission to 
become associated with a broker or dealer by 
demonstrating to the Commission that his associ- 
ation with a broker or dealer would not be adverse 
to the public interest and by providing the Com- 
mission with satisfactory evidence that his associ- 
ation with a broker or dealer will be in a non- 
supervisory capacity and that such broker or 
dealer will appropriately supervise Berg by, among 
other things, imposing certain conditions on Berg’s 
activities set forth in his Offer of Settlement. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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ORDER INSTITUTING PROCEEDINGS, MAKING 
FINDINGS AND IMPOSING REMEDIAL SANC- 
TIONS 


In connection with this administrative proceeding 
Affiliated Managers, Inc. (“AMI”), The Trust Com- 
pany of America (“TCA”), William K. Johnson, 
Willard E. May and George A. Gwyn have sub- 
mitted offers of settlement which the Commission 
has determined to accept. Respondents have, 
solely for the purposes of this administrative pro- 
ceeding or any other proceeding brought by the 
Commission or any self-regulatory organization, 
stipulated to the factual recitals herein and without 
admitting or denying the findings of willful viola- 
tions herein, consent to the findings and sanctions 
set forth below. 


Accordingly, IT IS ORDERED that proceedings 
pursuant to Section 15(b)(4) and 15(b)(6) of the 
Securities Exchange Act of 1934 (‘‘Exchange 
Act’) be, and they hereby are, instituted. 


On the basis of the order instituting proceedings 
and the offers of settlement, it is found that: 


(1) AMI became registered with the Commission 
as a broker-dealer on March1, 1973. Since at 
least 1973, AMI has been contractually obligated 
to manage the day-to-day affairs of and to under- 
write securities issued by Church Loans & Invest- 
ments Trust (the “Trust’’) a publicly held real es- 
tate investment trust located in Amarillo, Texas, 
organized to lend funds for church construction." 
AMI also has acted as a market-maker in shares 
of beneficial interest issued by the Trust. In con- 
nection with arranging Trust loans, AMI is and has 
been compensated by the borrowing church in the 
form: of a loan brokerage fee taken from the loan 
proceeds. In addition, AMI is and since 1977 has 
been underwriting and assisting in the underwrit- 
ing and subsequent sale of bonds issued by 
churches. 


(2) Since 1977, TCA, a Texas statutory trust com- 
pany, has acted as trustee under trust indentures 
executed by churches issuing bonds underwritten 





'The Trust is the subject of a related proceeding 
under Section 15(c)(4) of the Exchange Act. See 
In re Church Loans & Investments Trust, Securi- 
ties Exchange Act Release No. 17998 (3-6049). 
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by AMI. Until May, 1980, AMI managed the day-to- 
day affairs of TCA. 


(3) From 1974 until May 12, 1980, Johnson was 
AMI’s chief executive officer and sole shareholder. 
From 1977 until March, 1981, he was TCA’s sole 
shareholder. Johnson is currently the chief execu- 
tive officer of TCA and owns a fifty percent interest 
in a holding which owns AMI and TCA. 


(4) From September, 1977, until May, 1980, May 
was AMI’s senior vice president for marketing. 
From May 12, 1980, to March 31, 1981, he was its 
chief executive officer and sole shareholder. May 
is currently the chief executive officer of AMI and 
owns a fifty percent interest in a holding company 
which owns AMI and TCA. 


(5) From at least 1977 to April, 1980, Gwyn was 
AMI’s executive vice-president and was responsi- 
ble for maintaining the books and records of AMI, 
the Trust and TCA. From April, 1980, until Novem- 
ber, 1980, Gwyn was TCA’s president. 


(6) From at least July, 1978, to May, 1980, AMI 
willfully violated and Johnson willfully aided and 
abetted violations of Section 206(1) and (2) of the 
Investment Advisers Act of 1940 in that AMI had 
free use of Trust assets in the form of unearned 
loan brokerage fee advances without making ade- 
quate disclosure thereof to the Trust's Board of 
Managers. 


(7) From at least March, 1980, to July, 1980, AMI, 
Johnson and May willfully violated Section 17(a) of 
the Securities Act of 1933 (“Securities Act”) and 
Section 10(b) of the Exchange Act and Rule 
10b-5 thereunder in connection with the offer, 
purchase and sale of the Trust’s shares of benefi- 
cial interest and Secured Savings Certificates 
(“SSCs”) in that they made untrue statements of 
material facts and omitted to state material facts 
necessary in order to make the statements made, 
in light of the circumstances under which they 
were made, not misleading, concerning, among 
other things: 


(a) a pattern of sale of SSC’s with short 
maturities which adversely affected the 
Trust’s financial condition and cash 
flow; 
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(b) loan brokerage advances from the 
Trust to AMI; 


(c) the Trust's policy of requiring bor- 
rowing churches to purchase Trust 
shares as a condition of their loans; 


(d) the nature of the secondary market 
for the Trust’s shares; and 


(e) other misrepresentations and omis- 
sions of similar purport and object. 


(8) AMI, Johnson and May willfully aided and 
abetted violations of Section 13(a) of the Ex- 
change Act and Rule 12b-—20 thereunder in con- 
nection with annual reports on Form 10-K filed on 
behalf of the Trust for fiscal years 1979 and 1980 
which omitted to state material facts concerning 
the matters set forth in paragraph (7), supra. 


(9) From at least April, 1979, to April, 1980, AMI, 
TCA, Johnson, May and Gwyn willfully violated 
Section 17(a) of the Securities Act and Section 
10(b) of the Exchange Act and Rule 10b-—5 there- 
under in connection with the offer, purchase and 
sale of church bonds in that they made untrue 


statements of material facts and omitted to state 
material facts necessary in order to make the 
statements made, in light of the circumstances 
under which they were made, not misleading, con- 
cerning, among other things: 


(a) TCA’s practice of investing in securi- 
ties issued by the Trust contrary to in- 
vestment restrictions set forth in the 
trust indentures and offering documents 
for the bond issues; 


(b) prior business relationships between 
the borrowing church and AMI and the 
Trust; and 


(c) other misrepresentations and omis- 
sions of similar purport and object. 


(10) From at least October, 1978, to December, 
1979, AMI willfully violated and Johnson willfully 
aided and abetted violations of Section 10(b) of 
the Exchange Act and Rule 10b-10 thereunder in 
that legally sufficient confirmations were not trans- 
mitted to purchasers of Trust shares. 
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(11) From at least October, 1978, to December, 
1979, AMI willfully violated and Johnson and May 
willfully aided and abetted violations of Section 
15(c)(2) of the Exchange Act and Rule 15c2-5 
thereunder in that they, in connection with arrang- 
ing Trust loans for churches, offered and sold 
Trust shares to such churches without making a 
determination with respect to suitability or making 
disclosures as prescribed by the Rule. 


(12) From at least October, 1978, to December, 
1979, AMI willfully violated and Johnson and May 
willfully aided and abetted violations of Section 
7(c) of the Exchange Act and Regulation T pro- 
mulgated by the Board of Governors of the Feder- 
al Reserve System thereunder in that they, in con- 
nection with Trust shares sold to borrowing 
churches as a condition to Trust loans, arranged 
for the extension of credit to customers in a man- 
ner that does not conform to the terms and condi- 
tions upon which AMI could extend such credit 
under Regulation T. 


(13) From at least March, 1979, to May, 1980, AMI 
willfully violated and Johnson and Gwyn willfully 
aided and abetted violations of Section 15(c)(3) of 
the Exchange Act and Rule 15c3—1 thereunder in 
that AMI effected transactions in securities when 
its aggregate indebtedness to all other persons 
exceeded 1500 percentum of its net capital and it 
did not have and did not maintain minimum net 
capital of $25,000. 


(14) From at least March, 1979, to May, 1980, AMi 
willfully violated and Johnson and Gwyn willfully 
aided and abetted violations of Section 17(a) of 
the Exchange Act and Rule 17a—11 thereunder in 
that AMI failed to transmit the notice and reports 
required of broker-dealers with insufficient capital 
by Rule 17a-11. 


(15) AMI willfully violated and Johnson and Gwyn 
willfully aided and abetted violations of Section 
17(a) of the Exchange Act and Rule 17a-5 there- 
under in that AMI’s quarterly FOCUS report filed 
for the period ending March 31, 1980, and its an- 
nual audited report filed for the period ending 
March 31, 1979, misstated AMI’s adjusted net 
capital. 


(16) AMI willfully violated and Johnson and Gwyn 
willfully aided and abetted violations of Section 
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17(a) of the Exchange Act and Rule 17a-3 there- 
under in that: 


(a) from at least March, 1979, to May, 
1980, contrary to Rule 17a—3(a)(2), AMI 
did not maintain current and accurate its 
general ledger, which understated liabil- 
ities and overstated income and re- 
tained earnings; 


(b) from at least March, 1979, to May, 
1980, AMI did not maintain the position 
record required by Rule 17a—3(a)(5); 
and 


(c) prior to April 1, 1979, AMI did not 
maintain the purchase and sale blotter 
required by Rule 17a—3(a)(1). 


(17) In connection with the transactions set forth in 
paragraphs 6, 7 and 9 to 13, the respondents used 
the mails and means and instruments of transpor- 
tation and communication in interstate commerce 
and the means and instrumentalities of interstate 
commerce. 


It is further found that it is, in view of the foregoing, 
in the public interest to impose the sanctions 
specified below and to order compliance with the 
respondents’ voluntary undertakings in their offers 
of settlement. 


Accordingly, IT |S ORDERED that: 


(1) AMI be and hereby is censured; 


(2) AMI comply with the voluntary undertakings in 
its offer of settlement: 


(a) to disclose, in all offering memoran- 
da and prospectuses used in connec- 
tion with issues underwritten by AMI 
during the three years following the 
entry of this order, that it has been 
sanctioned by the Commission for 
violating the federal securities laws; 


(b) to develop and implement a compli- 
ance system including “due diligence” 
procedures and to submit such system, 
in writing, to the Commission’s Fort 
Worth Regional Office and Houston 
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Branch Office within sixty (60) days 
after the entry of this order; 


(c) to employ a compliance officer on a 
full time basis and to provide the Com- 
mission’s Fort Worth Regional Office 
and Houston Branch Office with the in- 
dividual’s identity and qualifications 
within sixty (60) days after the entry of 
the order; and 


(d) to retain independent legal counsel 
to review and report to the Commis- 
sion’s Fort Worth Regional Office and 
Houston Branch Office on the develop- 
ment, implementation, operation and 
adequacy of AMI’s compliance system 
at six (6) months and twelve (12) 
months after the entry of this order; 


(3) TCA be and hereby is censured; 


(4) TCA comply with the voluntary undertaking in 
its offer of settlement to refrain, forthwith, from in- 
vesting in securities issued by the Trust, including 
its SSCs and shares of beneficial interest, and in 
other securities underwritten by AMI, including 
church bonds; 


(5) William K. Johnson be and hereby is suspend- 
ed from association with any broker or dealer or 
investment adviser for a period of thirty (30) days 
beginning the second Monday after the entry of 
this order and thereafter is barred from such asso- 
ciation in any capacity other than as a supervised 
employee in a non-supervisory capacity; 


(6) William K. Johnson comply with the voluntary 
undertaking in his offer of settlement to place, 
forthwith, any equity security or other equity inter- 
est in any broker or dealer or investment adviser, 
or in any entity owning or controlling a broker or 
dealer or investment adviser, into a voting trust to 
be voted by persons not under his control or su- 
pervision; 


(7) Willard E. May be and hereby is suspended 
from association with any broker or dealer or in- 
vestment adviser for a period of thirty (30) days 
beginning the second Monday after the entry of 
this order; and 
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(8) George A. Gwyn be and hereby is censured 
and barred from association with any broker or 
dealer or investment adviser in any capacity other 
than as supervised employee in a non-supervisory 
capacity. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17998/August 3, 1981 


Administrative Proceeding File No. 3-6049 
In the Matter of 


CHURCH LOANS INVESTMENTS TRUST 
5408 Bell Street 
Amarillo, Texas 79109 


ORDER INSTITUTING PROCEEDINGS PURSU- 
ANT TO SECTION 15(c)(4) OF THE SECURITIES 
EXCHANGE ACT 1934 AND FINDINGS AND 
ORDER OF THE COMMISSION 


The Commission deems it appropriate and in the 
public interest that proceedings pursuant to Sec- 
tion 15(c)(4) of the Securities Exchange Act of 
1934 (“Exchange Act’) be instituted with respect 
to Church Loans & Investments Trust (the “Trust’’) 
to determine whether or not the Trust failed to 
comply with Section 13(a) of the Exchange Act 
and Rule 12b-—20 thereunder in connection with 
certain annual reports filed with the Commission. 


In connection with this administrative proceeding 
the Trust has submitted an offer of settlement 
which the Commission has determined to accept. 
Respondent, solely for the purpose of this admin- 
istrative proceeding or any other proceeding 
brought by the Commission, has stipulated to the 
factual recitals herein. Without admitting or 
denying the findings of willful violations, Respond- 
ent consents to the publication of findings and the 
entry of an order by the Commission requiring Re- 
spondent to comply with the reporting require- 
ments of the Exchange Act, to amend its annual 
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reports on Form 10-K, and to comply with its un- 
dertakings. 


Accordingly, IT 1S ORDERED that proceedings 
pursuant to Section 15(c)(4) of the Exchange Act 
be, and they hereby are, instituted. 


FACTS 


The Trust is a real estate investment trust organ- 
ized under the laws of the State of Texas in 
March, 1963. It engages in the business of provid- 
ing first mortgage construction loans to Churches 
of Christ. 


The Trust has obtained equity capital through the 
issuance to the public of shares of beneficial inter- 
est pursuant to offerings registered under the Se- 
curities Act of 1933 (‘‘Securities Act’). These 
shares are also registered with the Commission 
pursuant to Section 12(g) of the Exchange Act. In 
addition to the sale of its shares of beneficial inter- 
est, the Trust obtains capital through the issuance 
to the public of debt securities, namely, Secured 
Savings Certificates (“SSCs”), pursuant to offer- 
ings registered under the Securities Act." 


Control and management of the Trust is vested in 
the Board of Trust Managers (the “Board’’). The 
Board has delegated the day-to-day management 
of the Trust to Affiliated Managers, Inc. (“AMI”), 
through an investment advisory agreement.? 





1SSCs bear a fixed interest rate which varies ac- 
cording to their maturity. The maturity dates range 
from 30 days to 10 years. 


2Pursuant to the investment advisory contract, an- 
nually renewable by the Board, AMI’s duties in- 
clude: (1) research with respect to determining 
availability of funds which the Trust borrows from 
banks and loans to churches; (2) assistance in ne- 
gotiations for bank loans to the Trust; (3) solicita- 
tion of applications from churches for loans from 
the Trust; (4) analysice and evaluation of church 
loan applications; (5) processing applications for 
and disbursing of loan funds; (6) servicing loans; 
and (7) preparation and filing of all reports and 
other information required by local, state and fed- 
eral government authorities. 
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AMI, located in Amarillo, Texas, was incorporated 
under the laws of the State of Texas on April 16, 
1968, and registered with the Commission as 
broker-dealer on March 1, 1973. AMI is primarily 
engaged in the business of financing construction 
for Churches of Christ through the underwriting of 
church bond offerings and through loans made by 
the Trust. In addition, AMI has been the exclusive 
underwriter for the Trust’s shares of beneficial in- 
terest and SSCs and has acted as the market- 
maker for shares of beneficial interest. 


Loan Brokerage Fees 


AMI receives compensation in the form of loan 
brokerage fees from the borrowing churches for 
arranging loans made by the Trust. The obligation 
to pay this loan brokerage fee is embodied in an 
agreement between AMI and the church which au- 
thorizes the Trust to pay such fee to AMI when the 
loan is funded. The fee is paid from the loan pro- 
ceeds and becomes part of the church's loan obli- 
gation. Generally, several months elapse between 
the time the Trust commits to make the loan and 
funding occurs. Notwithstanding the terms of the 
agreement between AMI and the church, the fee 
has been paid to AMI by the Trust immediately 
upon execution of the loan commitment. 


Interest was not assessed on the loan brokerage 
fees from the time they were advanced until con- 
struction and funding was completed, a period of 
six months to three years. In some instances, after 
the loans were committed, churches have decided 
not to borrow the funds, necessitating AMI to reim- 
burse the Trust for the loan brokerage fees.* 





3AMI is the subject of a related proceeding under 
Section 15(b) of the Exchange Act. See /n re Affili- 
ated Managers, Inc., et al. Securities Exchange 
Act Release No. 17997 (3-6048). 


4When this situation was revealed during the 
Commission's investigation, the Trust changed its 
accounting treatment for loan brokerage fees. 
While the fees advanced to AMI pursuant to the 
agreement between AMI and the church are still 
treated as part of the loan proceeds, the churches 
are now required to acknowledge the obligation to 
repay the fees to the Trust and interest is charged 
to the church from the date of payment to AMI. 
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At March 31, 1980, the Trust’s balance sheet re- 
flected a loan brokerage receivable of $321,397 
(compared with $422,752 in 1979 and $324,935 in 
1978)—approximately 1% of its total assets. Dur- 
ing fiscal 1977, 1978 and 1979, AMI reimbursed 
the Trust in an amount equal to 13%, 8%, and 7% 
of the respective year’s total loan brokerage; and, 
during May, 1981, AMI repaid approximately 
$87,500, an amount exceeding loan brokerage 
fees received during fiscal 1980 and the first 
month of fiscal 1981. 


In light of the control exercised by AMI over the 
Trust’s day-to-day affairs, details concerning 
transactions involving loan brokerage advances 
are material and should be disclosed. The Trust’s 
annual reports on Form 10-K for the fiscal years 
ended March 31, 1979, and March 31, 1980, re- 
cite, in part, that AMI “may charge a brokerage or 
finders fee to the church to [sic] which it solicits 
loans”. The Trust’s Balance Sheets contained in 
such annual reports reflect an item entitled “Other 
receivables.” A supplemental attachment to the 
Balance Sheet discloses that such receivables pri- 
marily constitute “Brokerage advances.” Such re- 
ports do not disclose adequately that the Trust has 
advanced loan brokerage fees to AMI. Moreover, 
the reports fail to disclose that interest was not as- 
sessed on the “Brokerage advances” for substan- 
tial time periods. 


Loan Conditions 


During 1978, the Trust made a significant change 
in its loan policy. Specifically, the Trust began 
requiring that, as a condition to making certain 
loans, the borrowing churches purchase Trust 
shares of beneficial interest owned by AMI with a 
portion of the loan proceeds. The loan condition 
typically required that the borrowing church pur- 
chase shares in an amount equal to 25% of the 
amount of money sought to be borrowed and that 
the church hold the shares for the term of the loan 
(usually 20 years).5 Since the churches did not 
have surplus funds with which to purchase the 
shares, the Trust funded the purchases by 
increasing loan amounts above the amount 





5On September 8, 1980, subsequent to the staff's 
investigation with respect to these transactions, 
the Board determined to release borrowing 
churches from the obligatory holding period. 
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needed for construction, thereby increasing the 
churches’ borrowing cost. 


Since July 1978, substantially all churches seek- 
ing loans or seeking to increase existing loans 
have been required to purchase shares from AMI. 
Between October 6, 1978, and December 18, 
1979, sixteen churches located in eight states 
have purchased 199,460 shares (2.85% of the 
total issued and outstanding) for approximately 
$880,317. 


The Trust’s annual reports on Form 10-K for the 
1979 and 1980 fiscal years do not disclose that it 
had changed its business policy. The reports also 
fail to disclose that approximately 2% of the 
Trust's total assets had been loaned to churches 
for purchases of shares. 


Sales of SSCs with Short-Term Maturities 


In late 1979, the Trust was encountering difficulty 
in obtaining long-term debt financing and needed 
to obtain funds to meet substantial obligations ma- 
turing at June 30, 1980. 


On December 11, 1979, the Trust began offering 
$20 million of SSCs with varying maturities. The 
prospectus disclosed that $7,645,062 of the offer- 
ing proceeds had to be used to pay SSCs from 
previous offerings maturing on or before June 30, 
1980. 


Due, in part, to the prevailing high interest rates, 
the Trust sold a substantial amount of new SSCs 
that also had maturities before June 30, 1980, so 
that its cash flow problems were exacerbated and 
the Trust had to raise funds from sources other 
than SSCs at higher interest rates, and further, the 
Trust was required to encumber otherwise 
unemcumbered assets in order to meet such cash 
flow problems. 


The Trust’s annual report on Form 10-K for its fis- 
cal year ending March 31, 1980, does not disclose 
that sales of SSCs with short-term maturities had 
significantly altered the Trust’s maturing obliga- 
tions, thereby adversely affecting its cash flow 
positon and financial condition. 


CONCLUSION 


The Trust, as an issuer of securities registered 
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pursuant to Section 12(g) of the Exchange Act, is 
required to file annual reports on Form 10-K, 
which requires disclosure of any material changes 
in its mode of conducting business, and other ma- 
terial matters which may be peculiar to its busi- 
ness. In addition, Rule 12b-20 under the Ex- 
change Act requires “such further information, if 
any, aS may be necessary to make the required 
statements, in light of the circumstances under 
which they are made, not misleading.” As reflect- 
ed above, the Trust failed to include such informa- 
tion in annual reports on Form 10-K filed with the 
Commission. The Commission finds, therefore, 
that the Trust failed to comply in material respects 
with Section 13(a) of the Exchange Act and Rule 
12b-20 thereunder. 


OFFER OF SETTLEMENT 


The Trust has submitted an offer of settlement to 
the Commission in which it voluntarily undertakes: 


A. To establish a committee to perform the follow- 
ing duties and to report to the Board with respect 
to such matters: 


(1) To monitor the financial condition 
and cash flow position of the Trust on at 
least a monthly basis; 


(2) To consult on a continual basis with 
the Trust’s independent public account- 
ant; 


(3) To make recommendations for im- 
proving the Trust's financial condition, 
cash flow position and internal account- 
ing controls; 


(4) To monitor the Trust’s capital forma- 
tion activities and their impact on the 
Trust’s financial condition; 


(5) To review all transactions between 
the Trust and its investment adviser and 
its underwriter and persons associated 
with such investment adviser and un- 
derwriter; 


(6) To perform such other functions as 
the Board may deem necessary and ap- 
propriate; and 
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(7) To keep detailed minutes of all com- 
mittee meetings. 


B. To transmit a copy of this order to shareholders 
within ninety (90) days from the date of this order; 


C. To obtain a reasonably accurate determination, 
for the last three fiscal years, of (1) interest lost as 
a result of failing to require borrowing churches to 
pay interest on the loan brokerage fees advanced 
to AMI, prior to the time such interest was accrued 
on the Trust books, and (2) interest which could 
have been charged if the loans had actually been 
consummated in those instances where brokerage 
fees were advanced to AMI, the loan not funded, 
and AMI refunded to the Trust the amount of the 
fees advanced; and to report same to sharehold- 
ers and advise them what the Board intends to do 
with respect to interest within ninety (90) days 
from the date of this Order. 


D. To file within ninety (90) days after the date of 
this order, an affidavit with the Commission's Fort 
Worth Regional Office, that it has complied with its 
undertakings specified in paragraphs A, B and C 
above. The affidavit shall be signed by each mem- 
ber of the Trust's Board. 


ORDER 


In view of the foregoing, the Commission deems it 
appropriate and in the public interest to accept the 
Trust's offer of settlement, including its voluntary 
undertakings. 


Accordingly, IT |S ORDERED that the Trust: 


1. Comply with the reporting requirements of the 
Exchange Act; 


2. Amend its reports currently on file with the 
Commission by filing this order as an amendment 
to its annual reports on Form 10-K, on a Form 8, 
within thirty (30) days after the date of entry of this 
Order; 


3. Comply with the undertakings set forth herein to 
provide copies of this order to shareholders, to 
provide information about lost interest on fee ad- 
vances to shareholders, and to provide an affidavit 
of compliance, as described above. 
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By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17999/August 3, 1981 


Administrative Proceeding File No. 3-6050 
In the Matter of 


WILLIAM WALLACE TAYLOR 
530-532 Princeton Avenue 
Trenton, New Jersey 


ORDER FOR PUBLIC PROCEEDINGS AND 
ORDER IMPOSING REMEDIAL SANCTIONS 
PURSUANT TO SECTIONS 15(b) AND 19(h) OF 
THE SECURITIES EXCHANGE ACT OF 1934 


The Commission deems it appropriate in the pub- 
lic interest that public administrative proceedings 
be instituted against WILLIAM WALLACE 
TAYLOR (‘Taylor’), a registered representative 
formerly employed by various brokerage firms, 
pursuant to Sections 15(b) and 19(h) of the Secu- 
rities Exchange Act of 1934 (‘Exchange Act’) 
alleging that: 


A. On March 16, 1981, Taylor was enjoined from 
further violations of Section 7(f) of the Exchange 
Act, Regulation X of the Board of Governors of the 
Federal Reserve System (‘‘Federal Reserve 
Board”) promulgated thereunder, Section 10(b) of 
the Exchange Act and Rule 10b-5 promulgated 
thereunder by the United States District Court for 
the Southern District of New York, SEC v. William 
W. Taylor, 81 Civil 0966 (LWP); and 


B. Taylor wilfully violated Sections 7(f) of the Ex- 
change Act, Regulation X promulgated thereunder 
by the Federal Reserve Board, Section 10(b) of 
the Exchange Act and Rule 10b—5 thereunder, in 
connection with the purchase and sale of option 
contracts on the common stock of the International 
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Business Machines, Inc. (‘IBM options’’) and 
various liquid asset money market funds (‘money 
market funds”). 


In anticipation of the institution of these proceed- 
ings, Taylor has submitted an Offer of Settlement 
(“Offer”). By his Offer, Taylor: 


A. Admits the allegations set forth in paragraph | 
A. above; 


B. Without admitting or denying, and solely for the 
purpose of this proceeding and any other proceed- 
ing brought by the Commission or any other gov- 
ernmental or self-regulatory body pursuant to Sec- 
tions 15(b) and 19(h) of the Exchange Act or 
otherwise, consents to entry of findings of fact 
based upon the allegations set forth in paragraph | 
B. above; and 


C. Consents to the entry of the sanction set forth 
in paragraph V below. 


After due consideration of the Offer and upon the 
recommendation of the staff, the Commission has 
determined that it is in the public interest to accept 
such Offer. 


Accordingly, IT IS ORDERED that proceedings 
pursuant to Sections 15(b) and 19(h) of the Ex- 
change Act be, and they hereby are, instituted. 


IV 


On the basis of this Order and the Offer, it is found 
that: 


A. Taylor was permanently enjoined from further 
violations of Section 7(f) of the Exchange Act, 
Regulation X of the Federal Reserve Board pro- 
mulgated thereunder, Section 10(b) of the Ex- 
change Act and Rule 10b-5 thereunder pursuant 
to a consent judgment entered in the United 
States District Court for the Southern District of 
New York on Marc.. 16, 1981 in SEC v. William W. 
Taylor, 81 Civil 0966 (LWP). 


B. Between June 1980 and the present, Taylor wil- 
fully violated Sections 7(f) of the Exchange Act, 
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Regulation X promulgated thereunder by the Fed- 
eral Reserve Board, Section 10(b) of the Ex- 
change Act and Rule 10b-5 thereunder, in con- 
nection with the purchase and sale of IBM options 
and money market funds by: 


1. placing or causing to be placed 
orders for the purchase and sale of 
IBM options and money market funds 
in brokerage accounts in his name 
without intending to make timely and 
proper payments or delivery of the 
options or money market funds so 
ordered or sold and without informing 
the brokerage firms of his intentions; 
and 


. issuing and tendering, or causing to 
be issued and tendered, drafts drawn 
on his personal checking accounts at 
banks or against money market fund 
accounts at a time when Taylor knew 
or had reason to know that such 
checking accounts and money mar- 
ket fund accounts had insufficient 
funds to cover said drafts. 


V 


In view of the foregoing, it is in the public interest 
to impose the sanctions specified in the Offer. 


Accordingly, IT IS ORDERED that Taylor is barred 
from association in any capacity with any broker, 
dealer, investment company, investment adviser 
or municipal securities dealer provided that after a 
period of five (5) years he may reapply to the 
Commission to become associated in a non- 
principal, non-supervisory, non-managerial posi- 
tion upon the showing that he will be adequately 
supervised. 


The sanction ordered herein shall commence im- 
mediately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 18000/August 3, 1981 


In the Matter of Application of the 


MIDWEST STOCK EXCHANGE, 
INCORPORATED 
For Unlisted Trading Privileges 


Securities Exchange Act of 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TION FOR UNLISTED TRADING PRIVILEGES 


The Midwest Stock Exchange (“MSE”) has filed 
an application with the Commission pursuant to 
Section 12(f)(1)(B) of the Securities Exchange Act 
of 1934 (‘‘Act’’) and Rule 12f-1 [17 
CFR 240.12f-1] thereunder, for unlisted trading 
privileges in the following security which is listed 
on another national securities exchange: 


Nabisco Brands Incorporated 
Common Stock, $2 Par Value (File 
No. 7-5972)' 


The Commission finds that approval of the MSE’s 
application for unlisted trading privileges in this se- 
curity is consistent with the maintenance of fair 
and orderly markets and the protection of inves- 
tors. As a national securities exchange registered 
with the Commission pursuant to Section 6 of the 
Act, the MSE is subject to the provisions of para- 
graph (b) of that section, and to the Commission’s 
inspection authority and oversight responsibility 
under Sections 17 and 19 of the Act and the rules 
and regulations thereunder. In addition, transac- 
tions in the subject security, regardless of the mar- 
ket in which they occur, are reported in the consol- 
idated transaction reporting system contemplated 
by Rule 11Aa3-1 under the Act [17 CFR 
240.11Aa3—1]. The availability of last sale infor- 
mation for the subject security should contribute to 
pricing efficiency and to ensuring that transactions 
on the MSE are executed at prices which are rea- 
sonably related to those occurring in other mar- 
kets. Finally the Commission has received no 





‘Notice of this application was given by publica- 
tion in the Federal Register. 46 FR 36979 (July 
16, 1981). The Commission has received no com- 
ments with respect to this application. 
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comments indicating that the granting of this appli- 
cation would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the MSE application will provide 
increased opportunities for competition among 
brokers and dealers and among exchange mar- 
kets consistent with the purposes of the Act and 
the objectives of the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the application 
for unlisted trading privileges on the Midwest 
Stock Exchange in the above named security is 
hereby approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18001/August 3, 1981 


In the Matter of Applications of the 


BOSTON STOCK EXCHANGE, INCORPORATED 
For Unlisted Trading Privileges 


Securities Exchange Act of 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TIONS FOR UNLISTED TRADING PRIVILEGES 


The Boston Stock Exchange (““BSE”’) has filed ap- 
plications with the Commission pursuant to Sec- 
tion 12(f)(1)(B) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-I] 
thereunder, for unlisted trading privileges in the 
following securities which are listed on another na- 
tional securities exchange:' 





‘Notice of these applications was given by publi- 
cation in the Federal Register. 46 FR 36978 
(July 16, 1981), The Commission has received no 
comments with respect to these applications. 
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Freeport-McMoran, Inc. 
Common Stock, $1 Par Value (File 
No. 7-7973) 


Houston Oil Trust 
Units of Beneficial Interest, No Par 
Value (File No. 7-5974) 


Richardson-Vicks, Inc. 
Common Stock, No Par Value (File 
No. 7-5975) 


Seagull Pipeline Corporation 
Common Stock, $.10 Par Value (File 
No. 7-5976) 


Teco Energy, Inc. 
Common Stock, $1 Par Vale (File 
No. 7-5977) 


Warner Communications, Inc. 
Common Stock, $1 Par Value (File 
No. 7-5978) 


The Commission finds that approval of the BSE’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of 
fair and orderly markets and the protection of in- 
vestors. As a national securities exchange regis- 
tered with the Commission pursuant to Section 6 
of the Act, the BSE is subject to the provisions of 
paragraph (b) of that section, and to the Commis- 
sion’s inspection authority and oversight responsi- 
bility under Sections 17 and 19 of the Act and the 
rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless 
of the market in which they occur, are reported in 
the consolidated transaction reporting system con- 
templated by Rule 11Aa3-1 under the Act [17 
CFR 240.11Aa3—1]. The availability of last sale 
information for the subject securities should con- 
tribute to pricing efficiency and to ensuring that 
transactions on the BSE are executed at prices 
which are reasonably related to those occurring in 
other markets. Finally the Commission has re- 
ceived no comments indicating that the granting of 
these applications would not be consistent with 
the maintenance of fair and orderly markets and 
the protection of investors. The Commission fur- 
ther finds that approval of the BSE applications 
will provide increased opportunities for competi- 
tion among brokers and dealers and among ex- 
change markets consistent with the purposes of 
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the Act and the objectives of the national market 
system. 


ACCORDINGLY IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the applications 
for unlisted trading privileges on the Boston Stock 
Exchange in the above named securities are here- 
by approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18002/August 3, 1981 


A notice has been issued giving interested per- 
sons until August 24, 1981 to comment on the ap- 
plication of PARADYNE CORPORATION to with- 
draw its common stock ($.10 par value) from 
listing and registration on the American Stock Ex- 
change, Inc. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18003/August 5, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6330/August 5, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 18004/August 5, 1981 


An order has been issued granting the application 
of the American Stock Exchange, Inc. to strike the 
common stock ($.10 par value) of ASKIN SERV- 
ICE CORPORATION from listing and registration 
thereon. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 18005/August 5, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY CHICAGO BOARD OPTIONS 
EXCHANGE, INCORPORATED 


File No. SR-CBOE-81-14 


The Chicago Board Options Exchange, Incorpo- 
rated, submitted on July 24, 1981, a proposed rule 
change under Rule 19b-—4 to limit the imposition of 
restrictions on selling options at a discount in con- 
nection with a public distribution of securities un- 
derlying the options to those instances when re- 
quested by underwriters of the public distribution. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
August 10, 1981. In order to assist the Commis- 
sion to determine whether to approve the pro- 
posed rule change or institute proceedings to de- 
termine whether the proposed rule change should 
be disapproved, interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
CBOE-81-14. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be avail- 
able at the principal office of the above-mentioned 
self-regulatory organization. 
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For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons * 


Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18006/August 5, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY NATIONAL ASSOCATION OF 
SECURITIES DEALERS, INC. 


File No. SR-NASD-81-18 


The National Association of Securities Dealers, 
Inc., (the “NASD”) submitted on July 31, 1981, a 
proposed rule change under Rule 19b-4 of the 
Securities Exchange Act of 1934 to amend Appen- 
dix E to Section 33 of Article Ill of the NASD’s 
Rules of Fair Practice by adding a new Section 24. 
Section 24 of Appendix E would require every 
member who is a market maker in a security listed 
on a national securities exchange to report option 
positions held or granted that security to the NASD 
on a monthly basis. The NASD states that the pro- 
posed rule change is designed to allow it to moni- 
tor options positions in connection with off-board 
trading in order to detect fraudulent and manipula- 
tive acts and practices and promote just and equi- 
table principles of trade. The proposed rule 
change is similar to rules currently in effect on the 
Boston, Midwest and Pacific Stock Exchanges. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
August 10, 1981. In order to assist the Commis- 
sion in determining whether to approve the pro- 
posed rule change or whether to institute proceed- 
ings to determine if the proposed rule change 
should be disapproved, interested persons are in- 
vited to submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
NASD-81- 18. 
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Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission and all written communications 
relating to the proposed rule change beteween the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be avail- 
able at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18015/August 6, 1981 


In the Matter of 
OPTIONS CLEARING CORPORATION (‘‘OCC’”’) 
File (No. SR-OCC-81-2) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On February 20, 1981, OCC filed with the Com- 
mission, pursuant to Section 19(b)(1) of the Secu- 
rities Exchange Act of 1934, 15 U.S.C. 78s(b)(1) 
(the “Act’) and Rule 19b-4 thereunder, a pro- 
posed rule change that would empower OCC to 
issue options on Government National Mortgage 
Association (GNMA) securities, to clear and settle 
GNMA options transactions, and to process and 
settle GNMA options transactions, and to process 
and settle GNMA options exercises. OCC’s filing is 
designed to facilitate the trading of options on 
GNMA securities on OCC participating ex- 
changes.’ 





1On February 26, 1981, the Commission approved 
proposed rule changes filed by the Chicago Board 
Options Exchange Incorporated (““CBOE”’) to ena- 


Volume 23, No. 5, August 18, 1981 


Notice of the proposed rule change together with 
its terms of substance was provided by publication 
of a Commission Release (Securities Exchange 
Act Release No. 17598, March 4, 1981) and by 
publication in the Federal Register (46 FR 16013, 
March 12, 1981). On May 8, 1981, OCC filed 
various technical clarifying amendments. Two let- 
ters of comment were received by the Commis- 
sion.? 


DESCRIPTION OF THE PROPOSED RULE 
CHANGE 


To the greatest extent feasible, OCC will use its 
existing procedures for processing equity options 
to process GNMA options. In certain areas, how- 





ble the trading of GNMA options. See Securities 
Exchange Act Release No. 17577 (February 26, 
1981) 46 FR 15242 (March 4, 1981). 


2Letters dated March 25, 1981 from Robert K. 
Wilmouth, President, Chicago Board of Trade 
(“CBT”), to George A. Fitzsimmons, Secretary of 
the Commission, and March 31, 1981 from Mahlon 
M. Frankhauser, Kirkland and Ellis, to George A. 


Fitzsimmons, Secretary, Securities and Exchange 
Commission. In general, the commenters argued 
that (i) the Commission generally lacks jurisdiction 
to regulate the issuance and trading of all options; 
(ii) the Commission specifically lacks jurisdiction 
to regulate the issuance and trading of the pro- 
posed GNMA options; and (iii) the proposed 
GNMA options are within the jurisdiction of the 
Commodity Future Trading Commission and, 
therefore, the current proscription of commodity 
opticns, pursuant to the Commodities Exchange 
Act (CEA), 7 U.S.C. 1 et seg., and the rules and 
regulations thereunder, apply to the OCC propos- 
al. The Commission disagrees with those conten- 
tions. The Commission has concluded that it has 
jurisdiction under the Federal securities laws to 
consider a proposed rule change of a registered 
clearing agency, acting pursuant to the Act, to 
issue options and clear and settle transactions 
with respect to options on GNMAs. Moreover, the 
Commission does not believe the CEA is applica- 
ble to the issuance, clearance and settlement of 
transactions with respect to options on GNMA se- 
curities, particularly when processed through the 
facilities of a registered clearing agency. Cf. Secu- 
rities Exchange Act Release No. 17577, Febru- 
ary 26, 1981, 46 FR 15242 (March 4, 1981). 
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ever, OCC’s proposed procedures for processing 
GNMA options vary in important respects from its 
procedures for equity options. Because OCC’s 
proposed system contains some major rule 
changes, and because OCC’s proposed rule 
changes are extensive and detailed, the Commis- 
sion believes it important to discuss in this approv- 
al order the more significant features of OCC’s 
proposal. Before discussing those specific fea- 
tures, however, it seems useful to describe gener- 
ally OCC’s proposed GNMA options system. 


Procedurally, under OCC’s proposal, before clear- 
ing members may clear transactions in GNMA op- 
tions, they will have to receive special authoriza- 
tion from OCC. To receive such authorization, at 
least two key operations employees from each 
clearing member firm will have to attend OCC 
readiness review sessions and successfully com- 
plete OCC’s operational and financial examina- 
tions relating to GNMA options. OCC believes that 
such special training is necessary in view of the 
differences between the proposed system for 
GNMA options and the system used for stock op- 
tions. 


Operationally, under OCC’s proposal, as in its 
stock options program, OCC will issue and proc- 
ess GNMA options each trading day. After it re- 
ceives tapes of compared transactions from the 
CBOE and other participating exchanges, OCC 
will tabulate the appropriate long and short options 
positions in clearing members’ accounts by 
creating automated book entries. OCC will update 
those positions daily as dictated by members’ 
trading activity, and it will provide procedures to 
effect money settlement among OCC members. 


Also as in its stock options program, OCC will 
process exercise notices for GNMA options. On 
receipt of exercise instructions from clearing mem- 
bers, OCC will randomly assign an exercise notice 
to a clearing member that has corresponding short 
position (/.e., a clearing member that previously 
sold such an option). Unlike the stock options sys- 
tem, however, OCC will not forward information 





3As an issuer of GNMA options, OCC will register 
the GNMA options that it issues with the Commis- 
sion pursuant to Section 12 of the Act. OCC fur- 
ther will disseminate a supplement discussing 
standardized GNMA options in addition to its de- 
tailed prospectus for standardized stock options. 
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concerning exercises and assignments to various 
correspondent clearing corporations for netting 
and settlement of exercised and assigned posi- 
tions. Rather, OCC itself will net those positions 
for each OCC member and oversee physical set- 
tlement of exercised and assigned GNMA options, 
in accordance with OCC’s settlement rules. 


Settlement for all GNMA option contracts exer- 
cised during the monthly settlement cycle will 
occur on the third Wednesday of each month. To 
facilitate settlement, OCC has proposed a “cut-off 
day’’—the second Friday preceding the settlement 
date—by which clearing members must ordinarily 
exercise their GNMA options if those options are 
to settle during that month’s cycle. During the 
weekend following the cut-off day OCC will net 
each clearing member's short and long obligations 
in each type of GNMA option having the same ex- 
ercise price. The following Monday OCC will issue 
to clearing members net receive or deliver orders, 
which will instruct one clearing member to deliver, 
and another to receive, $100,000 worth of GNMAs 
per contract at the exercise price (subject to a 
permitted 2.5% variance). Upon receipt of those 
settlement instructions, the delivering clearing 
member will have one week (i.e., until the Monday 
preceding the Wednesday settlement day) to de- 
termine which GNMAs it will deliver, and to notify 
the receiving clearing member. The parties then 
will agree on the precise exercise price as calcula- 
ted in accordance OCC’s exercise price rules, with 
OCC resolving any disputes. 


Settlement will occur in New York City once a 
month on exercise settlement day. Under the pro- 
posal, a delivering clearing member could fail to 
make delivery without penalty until the third busi- 
ness day prior to the end of the month. OCC refers 
to this hiatus as the ‘grace period’, which OCC 
provided so that members would have a reasona- 
ble degree of flexibility in settling exercised GNMA 
options. If the clearing members have not honored 
their settlement obligations by the end of the grace 
period, however, the receiving clearing member 
would be required to buy-in, or the delivering 
clearing member would be required to sell-out, its 
position. In that event, the party failing to dis- 
charge its obligations (and, in the event of the in- 
solvency of an assigned party, OCC),* would be li- 





4As is true of OCC’s stock option system, OCC 
guarantees the obligations of writers of options 
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able for any loss suffered as a result of the buy-in 
or sell-out. 


To help ensure that OCC members will satisfy the 
obligations that arise from their GNMA options po- 
sitions, OCC will impose financial responsibility re- 
quirements substantially similar to those it im- 
poses in its stock options program. First, OCC will 
impose its own net capital requirements on clear- 
ing members. Second, OCC will require clearing 
members with short positions to maintain margin 
with OCC with respect to the short positions. That 
margin requirement will be adjusted daily by OCC, 
as necessary, and can be satisfied by the deposit 
of cash or can be satisfied by the deposit of cash 
or can be secured by government securities. or 
bank letters of credit.® Finally, so that OCC and its 
members are protected even if the margin deposit 
proves insufficient to cover a loss, OCC will main- 
tain a clearing fund for debt securities options. 


DETERMINATIONS REGARDING OCC’S PRO- 
POSED GNMA OPTIONS CLEARING RULES 


Under Section 19(b)(2) of the Act, the Commission 
must approve OCC’s proposed rule change if the 
Commission finds that it is consistent with the re- 





FOOTNOTE—Continued 


contracts. As a result, under its rules OCC re- 
mains liable to purchasing clearing members for 
defaults by assigned clearing members. 


5Proposed amendment to OCC Rule 601. 


In OCC’s GNMA margin program, unlike its mar- 
gin program for stock options, clearing members 
will not be permitted to deposit GNMA certificates 
underlying short call positions in lieu of margin. 
That is, OCC will not allow members to maintain 
“covered” call positions at OCC. In its filing OCC 
explained its decision to preclude the use of cov- 
ered call positions at OCC by noting that the 
monthly pay-down of principal on deposited 
GNMAs cause a certificate’s principal balance to 
drop below $97,500, the minimum deliverable 
amount. In addition, a decline in the GNMA pro- 
duction rate (i.e. the rate of interest .50% below 
the stated rate of interest on residential mortgages 
issued by the Federal Housing Administration or 
guaranteed by the Veterans Administration) could 
render the deposited GNMAs undeliverable. 
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quirements of the Act and the rules thereunder ap- 
plicable to registered clearing agencies. The prin- 
cipal provisions of the Act applicable to clearing 
agencies are contained in Section 17A. Paragraph 
(b)(3) of that Section requires that the rules of a 
clearing agency, among other things, be designed: 
(i) “to promote the prompt and accurate clearance 
and settlement of securities transactions,” (ii) “to 
assure the safeguarding of funds and securities 
which are in the custody or control of the clearing 
agency,” (iii) “to foster cooperation and coordina- 
tion with persons engaged in the clearance and 
settlement of securities transactions,” and (iv) “to 
remove impediments to and perfect the mecha- 
nism of a national system for the prompt and accu- 
rate clearance and settlement of securities trans- 
actions, and, in general, to protect investors and 
the public interest.” 


OCC Margin Requirements for Debt Securities 
Option 


Generallly, the margin requirement on short posi- 
tions at OCC will be equal to the current asked 
price of the options carried in short positions, plus 
a “cushion” of no more than $1,500 per contract, 
and will be adjusted daily based upon changes in 
each clearing member’s aggregate short options 
positions. OCC anticipates that, by requiring the 
deposit of the price of the option plus a fixed-dollar 
cushion to cover the risk of market movement, the 
margin will be sufficient to close out short posi- 
tions of any clearing member that fails to satisfy its 
obligations to OCC. 


Under its GNMA option proposal, as with its cur- 
rent stock options program, OCC would continue 
to require daily margin for all short options posi- 
tions, including GNMA options positions. It would 
use a different formula, however, to calculate the 
GNMA options margin requirement. With respect 
to short stock option positions, OCC currently re- 
quires participants to deposit 130% of the market 
price of an offsetting long contract. That margin 
deposit has proved effective in the past, by provid- 
ing OCC with a 30% cushion to guard against ad- 
verse daily market movement. In contrast, OCC 
would require margin on short GNMA positions 
equal to the current market price of an offsetting 
long GNMA option’ plus a “minimum margin 





7For purposes of calculating margin on a clearing 
member's net short positions in GNMA options, 
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amount. Thus, OCC’s “protective cushion” for 
debt securities options would include a specific 
dollar amount, rather than a specified percentage 
of the market price of the option.9 





FOOTNOTE—Continued 


however, OCC will require margin for assigned 
short positions based on their intrinsic (in-the- 
money) value, rather than on the basis of the mar- 
ket price of the option. 


8The minimum margin for each short position will 
be set contract-by-contract at a point between 
$250 and $1500 (or whatever higher limit OCC se- 
lects as necessary, from time to time) depending 
on the degree to which the contract is out-of-the- 
money. In its filing, OCC indicated that it selected 
the initial $1500 ceiling for in-the-money contracts 
as a conservative precaution and would review the 
need for a different upper limit in light of experi- 
ence. 


OCC’s selection of a $1500 ceiling was predicated 
on sample calculation runs performed by OCC 
during serveral periods of active trading in GNMA 
securities. The results of those runs revealed that, 
using a $1500 cushion for prospective standard- 
ized GNMA contracts, OCC would be fully pro- 
tected against a one-day market movement on 
more than 95% of the days. In those instances in 
which the $1500 margin would be inadequate, 
OCC would invoke a same-day variation margin 
call pursuant to OCC’s existing rules. 


In its filing, OCC indicated that it selected the 
minimum margin approach for debt securities op- 
tions for two reasons. First, OCC contends that the 
degree of protection afforded OCC by tying the 
margin amounts to a percentage of the premium 
depends on the relationship between the premium 
levels and the price of the underlying security. 
When premium levels are relatively high, as OCC 
contends is true of stock options, the cushion 
tends to be sufficient. However, when premium 
levels are low, as OCC anticipates will be true of 
GNMA options, a modest fixed percentage of the 
premium may prove insufficient in some instances. 


Second, OCC indicated that, as a general matter, 
a “fixed cushion” margin approach is preferable 
whenever feasible, since the percentage-of- 
market-value approach can produce excessive 
margin for deep-in-the-money positions. According 
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Also, OCC’s proposal provides OCC with authority 
to prescribe greater amounts of margin as circum- 
stances require. Toward that end, OCC plans to 
review its margin levels periodically in light of its 
experience and will use its authority to adjust mar- 
gin levels as necessary. 


Finally, OCC proposes to amend existing OCC 
Rule 602 concerning margin on exercised con- 
tracts to enable OCC to apply its current rules re- 
specting exercised stock options positions to exer- 
cised debt securities options positions. Currently, 
Rule 602 provides that OCC may impose margin 
on exercised positions that are out-of-the-money, 
i.e., positions that carry an exercise price that 
(i) exceeds (in the case of calls) or (ii) is less than 
(in the case of puts) the market price of the under- 
lying security. While OCC has not imposed this 
margin in the past for stock options,'°® it antic- 
ipates that it will do so with respect to GNMA op- 
tions. Since exercised GNMA options may not set- 
tle for as much as six weeks under OCC’s rules 
and industry practice, some exercised GNMA po- 
sitions may fall out-of-the-money during the clear- 
ing cycle. In that event, OCC will impose margin 
under its proposed rules equal to 100% of the dif- 
ference between the market value of the underly- 
ing GNMA and the aggregate exercise price, plus 
a minimum margin of $1,500 for each contract 
carried in a net long exercise position. 





to OCC, the “fixed cushion” margin approach has 
not been feasible for stock options, however, be- 
cause the varying volatility of stock options on dif- 
ferent underlying securities would result in differ- 
ent minimum amounts for different classes of 
options, which would make margin calculations 
prohibitively complex to administer. In contrast, 
OCC continues, debt securities options tend to 
display fairly uniform volatility characteristics be- 
cause prices tend to be controlled by a single 
factor—interest rates. Moreover, because there is 
only one class of GNMA options, all GNMA op- 
tions will have the same volatility characteristic. 
Accordingly, OCC concludes, and the Commission 
has no reason to disagree, that a minimum margin 
approach seems both desirable and feasible for 
GNMA options. 


1°QCC has not used this margin in the past be- 
cause out-of-the-money positions rarely get exer- 
cised, and few in-the-money positions fall out-of- 
the-money during the brief five day lag between 
exercise and settlement of stock options. 
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The Commission believes that OCC’s proposed 
minimum margin approach, as well as the selected 
minimum levels, are appropriate to protect the in- 
terests of OCC and its members and accordingly 
finds those rules consistent with the requirements 
of the Act. Those rules are either similar to the 
margin rules OCC uses effectively for equity op- 
tions or they incorporate features reasonably de- 
signed to accommodate special characteristics of 
GNMA options. 


Separate Debt Securities Clearing Fund 


In addition to maintinaing a clearing fund" for op- 
tions on stock (the “Stock Clearing Fund’), OCC 
proposes to amend Article Vill of its By-Laws to 
establish a separate clearing fund for options on 
debt securities (the “Debt Securities Clearing 
Fund’). That separate clearing fund would help to 
protect OCC against losses sustained in connec- 
tion with GNMA or government securities options. 
Several aspects of both funds will be nearly identi- 
cal, including the purposes for the funds, the for- 
mula for determining the required contributions, 
and the method for charging losses to the fund. 


In its filing, OCC explained that it decided to pro- 
pose a separate Debt Securities Clearing Fund 
because some clearing members that clear trans- 
actions in stock options may not elect to clear 
transactions in debt securities options. According- 
ly, OCC would separate, though not completely, 
the stock clearing fund and the debt securities 
clearing fund. To help preserve the ultimate sol- 
vency of OCC, however, OCC’s proposal provides 
that the Stock Clearing Fund would serve as “‘last- 
resort back-up” to the Debt Securities Clearing 
Fund in the event the latter fund was insufficient to 
cover a loss.'2 


The Commission believes that OCC’s proposed 
clearing fund arrangements are appropriate in the 
interest of OCC and its members. In this instance, 





11A “clearing fund” is a fund maintained by a 
clearing agency to which clearing members con- 
tribute collateral to safeguard the clearing agency 
against certain losses resulting from a member's 
default. 


12Conversely, the Debt Securities Clearing Fund 
would serve as “last-resort back-up” to the Stock 
Clearing Fund. 
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the rules respecting each fund appear to be rea- 
sonably designed to achieve their objectives, and 
an added dimension of safety exists because each 
separate clearing fund will back-up the other. 
Finally, at least for the present, OCC’s proposed 
clearing fund formula appears to be reasonably re- 
lated to the likely levels of exposure. It is based on 
OCC’s extensive experience with suitable require- 
ments for the stock options clearing fund, and, ab- 
sent further experience with GNMA options activi- 
ty, should be a suitable initial requirement. 


Procedures for Settlement of GNMA Options 
Exercises 


OCC’s system for the settlement of exercises in 
GNMA options differs significantly from its settle- 
ment system for equity options. As noted, settle- 
ment of exercises in equity options is effected 
through correspondent clearing corporations. 
Those clearing corporations process options 
exericses along with other transactions in the un- 
derlying securities. Currently, however, the bulk of 
GNMA processing is handled on a broker-to- 
broker basis. Therefore, under OCC’s proposed 
GNMA settlement rules and procedures. settle- 
ment will be conducted directly by clearing mem- 
bers, without OCC’s intervention, substantially in 
accordance with current practices in the existing 
GNMA markets. 


Functionally, OCC has adopted a type of balance 
order settlement system.'? On a monthly basis 
OCC will net each clearing member's long and 
short obligations in each type of GNMA option 
having the same exercise price. After deriving net 
positions OCC will conduct an “allocation” proc- 
ess in which those clearing members whose set- 
tlement obligations did not net out fully are paired 
with reciprocal obligations of other members. 
Those clearing members then will settle with each 
other through the physical exchange of GNMAs 
and money. To minimize the number of separate 
settlements that clearing members must make, 
OCC will attempt to match clearing members that 
are obligated to make deliveries of block size with 
clearing members that have the right to receive 
block-size deliveries. In addition, OCC’s require- 
ment that all options exercises be settled in New 





13QCC’s proposed balance order system is sub- 
stantially similar to balance order systems current- 
ly operated by other registered clearing agencies. 
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York City, unless the parties agree otherwise, re- 
flects the current practice in cash market transac- 
tions and should facilitate turn-around deliveries. 


OCC’s proposed system for settling exercises in 
GNMA options appears reasonably well designed 
to operate efficiently and accurately. Moreover, 
the Commission recognizes that OCC’s rules for 
physical settlement are based on industry custom 
and historically have worked well. Consistent with 
that tradition, OCC’s proposed role in the settle- 
ment process provides broker-dealers with signifi- 
cant flexibility in completing GNMA options trans- 
actions. Nonetheless, in view of the experimental 
nature of OCC’s role, the Commission directs 
OCC to inform it of any problems in settlement 
processing that develop and any responses OCC 
makes to those problems. 


Procedures for Resolving Fails 


As noted previously, in the event that clearing 
members fail to meet their settlement obligations, 
OCC’s proposed rules provide for “buy-ins” and 
“sell-outs” similar to the close-out procedures 
used with respect to equity options. More specifi- 
cally, if a delivering clearing member fails to deliv- 
er the underlying GNMAs by the end of the grace 
period, the clearing member due to receive 
GNMAs must buy the GNMAs in the cash market, 
holding the defaulting party liable for any loss on 
the buy-in transaction. Similarly, if the receiving 
clearing member refuses to accept the tender of 
the underlying GNMAs, the delivering clearing 
member must sell those securities in the cash 
market, with the defaulting party again responsible 
for any loss.'4 These provisions are intended to 
discourage fails, to provide remedies for nonfailing 
clearing members, and to impose a fixed deadline 
by which settlement must be made, either in the 
normal fashion or through buy-ins or sell-outs. 


OCC’s proposal generally does not provide rules 
or procedures for resolving disputes between 
clearing members that arise during the settlement 
cycle. Similarly, OCC has not provided a mecha- 





14In keeping with OCC’s flexibly designed settle- 
ment procedures, OCC can direct that a buy-in or 
sell-out be deferred if OCC has reason to believe 
that the default will be cured before the last busi- 
ness day of the month. 
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nism for determining whether, in particular cases, 
a clearing member has failed to discharge its set- 
tlement obligations, thereby justifying a buy-in or 
sell-out. However, OCC indicated in its filing that 
such disputes may be resolved through means al- 
ready available, such as negotiation, arbitration or 
litigation. Moreover, OCC notes, disputes in 
existing GNMA markets commonly are resolved by 
broker-dealers through informal negotiation. Thus, 
because OCC believes that most, if not all, 
disputes will be settled through informal negotia- 
tion, OCC believes it is unnecessary at this time to 
develop a complex dispute-resolution system at 
OCC. Nonetheless, the Commission expects that 
if problems arise in the settlement of options, OCC 
will develop, or help another entity develop, an ef- 
fective system to resolve such disputes. In any 
event, at the present time OCC’s proposed rules 
respecting exercise and settlement appear rea- 
sonably designed to promote safety, promptness, 
and accuracy in the clearance and settlement of 
GNMA options transactions. 


CONCLUSION 


In accordance with the foregoing, the Commission 
finds that the proposed rule change is consistent 
with the requirements of the Act and the rules and 
regulations thereunder applicable to registered 
clearing agencies, and, in particular, the require- 
ments of Section 17A of the Act and the rules and 
regulations thereunder. 


It is therefore ordered, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
be, and it hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22145/July 31, 1981 


In the Matter of 


MIDDLE SOUTH ENERGY, INC. 
225 Baronne Street 
New Orleans, Louisiana 


(70-6600) 


NOTICE OF PROPOSAL TO ENTER INTO RE- 
VOLVING CREDIT/TERM LOAN AGREEMENT 
WITH FOREIGN BANKS: ORDER GRANTING 
EXCEPTION FROM COMPETITIVE BIDDING IN 
CONNECTION THEREWITH 


Middle South Energy, Inc. (“MSE”’), a special pur- 
pose subsidiary of Middle South Utilities, Inc., a 
registered holding company, has filed an 
application-declaration and amendments thereto 
with this Commission pursuant to Sections 6(a) 
and 7 of the Public Utility Holding Company Act of 
1935 (‘Act’) and Rule 50(a)(5) promulgated there- 
under. 


By an order dated June 22, 1981 (HCAR No. 
22098) MSE was authorized to enter into a bank 
loan agreement for the purpose of financing con- 
struction of the Grand Gulf electric generating fa- 
cility near Natchez, Mississippi. The construction 
of the two units of the plant, which will have a 
generating capacity of 2,500 mw, is MSE’s sole 
activity. Pursuant to that authorization MSE 
entered into an agreement with a group of 46 do- 
mestic banks led by Manufacturers Hanover Trust 
Company. Under that agreement MSE may make 
bank borrowings of up to $1,311,000,000, such 
loans to mature not later than December 31, 1986. 


MSE states that an additional $300,000,000 will be 
needed to finance construction of the first unit of 
the Grand Gulf plant. It proposes to raise the nec- 
essary funds by entering into a bank loan agree- 
ment with a group of foreign banks. For this pur- 
pose, MSE seeks an exception from the 
competitive bidding requirements of Rule 50 to en- 
gage Credit Suisse First Boston Ltd. as a financial 


Volume 23, No. 5, August 18, 1981 


advisor to explore the market and assist in 
arranging a revolving credit and term loan agree- 
ment, which is not expected to differ materially 
from the domestic bank loan agreement, with a 
group of foreign lenders in the aggregate principal 
amount of approximately $300,000,000. MSE 
states that it has examined the full range of 
financing vehicles available to it and that the pro- 
posed foreign borrowings appear to be the most 
accessible and economical method of funding con- 
struction. When negotiations have been con- 
cluded, MSE will file an amendment with this Com- 
mission seeking authorization of the terms, 
expenses and conditions contained in the foreign 
loan agreement. 


The application-declaration and amendments 
thereto are available for public inspection through 
the Commission’s Office of Public Reference. In- 
terested persons wishing to comment or request a 
hearing should submit their views in writing by Au- 
gust 24, 1981, to the Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549, 
and serve a copy of the applicant-declarant at the 
address specified above. Proof of service (by affi- 
davit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. Any request 
for hearing shall identify specifically the issues of 
fact or law that are disputed. A person who so re- 
quests will be notified of any hearing, if ordered, 
and will receive a copy of any notice or order 
issued in this matter. After said date, the 
application-declaration, as amended or as it may 
be further amended, may be granted and per- 
mitted to become effective. 


Upon the basis of the facts in the record, it is here- 
by found that the applicable standards of the Act 
and rules thereunder are satisfied with respect to 
the proposed exception from the conpetitive bid- 
ding requirements of Rule 50: 


IT IS ORDERED, that the exception from the com- 
petitive bidding requirements of Rule 50 hereby is, 
granted and permitted to become effective forth- 
with. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22146/August 3, 1981 


In the Matter of 


NEW ENGLAND ELECTRIC SYSTEM 
NEW ENGLAND ENERGY, INCORPORATED 
Westborough, Massachusetts 


(70-6601) 


ORDER APPROVING PROPOSAL TO FINANCE 
CONSTRUCTION OF A COLLIER THROUGH 
SHORT/TERM BORROWINGS 


New England Electric System (“NESS”), a regis- 
tered holding company, and New England Energy, 
Inc. (“NEEI"), a fuel procurement subsidiary of 
NEES, have filed an application-declaration and 
amendments thereto with this Commission pursu- 
ant to Sections 6(a), 7 and 12(b) of the Public Utili- 
ty Holding Company Act of 1935 (‘Act’) and Rules 
50(a)(2) and 50(a)(5) promulgated thereunder. 


By an interim order dated February 13, 1981 
(HCAR No. 21919) NEES and NEEI were author- 
ized to enter into a series of transactions relating 
to the formation of a joint venture whose purpose 
is construction of a collier for the transfer of coal 
from ports in the mid-Atlantic states to the NEES 
system's power plants on the New England coast. 
NEEI is the owner of a 51% interest in the joint 
venture, the remaining 49% being owned by Key- 
stone Shipping Company (‘Keystone’), a subsidi- 
ary of Charles Kurz & Co., Inc. (“Kurz’’). The joint 
venture will construct the collier and contemplates 
operating it under a 24¥%2 year charter for New 
England Power Company (““NEPCO’”), the genera- 
tion and transmission subsidiary of the NEES sys- 
tem. The order of February 13, 1981 reserved ju- 
risdiction over the charter between NEPCO and 
the joint venture. On February 17, 1981 the joint 
venture entered into a construction contract with 
the Quincy Shipbuilding Division of General Dy- 
namics Corporation for construction of the collier. 
The contract price of the ship is approximately 
$60,000,000, with additional equipment and other 
costs bringing the total estimated cost of the ves- 
sel to approximately $69,000,000. That order also 
authorized NEES to advance funds to NEEI for 
NEEI’s share of the initial needs of the joint ven- 
ture. 
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In order to provide construction financing and to 
enable NEEI to repay the advances made by 
NEES it is now proposed that the joint venture 
enter into a credit agreement with Bank of America 
under which the joint venture may obtain up to 
$20,000,000 for construction of the collier. The 
joint venture may issue commercial paper of up to 
270 day maturities, backed by the bank’s letter of 
credit, or borrow directly from the bank under a re- 
volving credit arrangement. The total borrowings 
under both methods may not exceed $20,000,000 
at any one time outstanding. 


If the joint venture chooses to issue commercial 
paper the bank will receive a fee of 4% per annum 
on the amount of commercial paper outstanding. A 
subsidiary of the bank will receive a fee of $8 per 
note for acting as issuing and paying agent, and a 
division of the bank will receive a fee of %e% per 
annum on the average amount of commercial 
paper sold for its services as exclusive dealer of 
the commercial paper. Assuming the current nomi- 
nal rate of 30-day commercial paper of 17%, the 
effective cost of borrowing for a $100,000 30-day 
note would be 19.30%. 


Under the revolving credit arrangement the joint 
venture has four options: 


1) it may borrow domestic dollars at the 
bank’s prevailing prime rate; 


2) it may borrow Eurodollars at maturi- 
ties of from one to twelve months at 
the then applicable LIBOR rate for 
such maturities plus ¥%% per annum; 


3) it may borrow at fixed rates for terms 
of up to 18 months at an interest rate 
based on the bank’s effective cost of 
money at the time of borrowing. At 
present, the joint venture would pay 
50 basis points over cost for borrow- 
ings of one to three months, 75 basis 
points over cost on borrowings of 
three to six months and 100 basis 
points over cost on borrowings in ex- 
cess of six months; and 


4) it may borrow at fixed rates for over 
18 months at rates offered by the 
bank at the time of borrowing. 
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For borrowings in domestic dollars at the prime 
rate under option 1) the effective cost would be 
20.5%, assuming a prime rate of 20.5%. For bor- 
rowing in Eurodollars under option 2), assuming 
the-current 30-day LIBOR rate of 18%13/18%, the 
effective cost for 30-day borrowings would be 
19.45%. Options 3) and 4) would only be used if 
on the date of borrowing the effective cost was 
lower than the effective cost of commercial paper 
or revolving credit borrowings under options 1) 
and 2). The joint venture will pay a commitment 
fee of %% per annum on the unutilized portion of 
the $20,000,000 commitment. All borrowings will 
mature on the delivery of the collier but in no event 
later than September 30, 1983. Repayment will be 
made from the proceeds of permanent financing 
for the vessel or, if it is not completed by Septem- 
ber 30, 1983, through a term loan having mutually 
agreeable terms. The joint venture’s obligations 
under the credit agreement will be secured by an 
assignment to the bank of the joint venture’s rights 
under the construction contract. The obligations of 
the joint venture will be jointly and severally guar- 
anteed by NEES and Kurz. 


The fees, commissions and expenses to be 
incurred in connection with the proposed transac- 
tion are estimated at $71,500, including legal fees 
of $50,000. 


No state or federal regulatory authority, other than 
this Commission, has jurisdiction over the pro- 
posed transactions. 


Due notice of the filing of said application- 
declaration has been given in the manner pre- 
scribed in Rule 23 promulgated under the Act 
(HCAR No. 22110), and no hearing has been. re- 
quested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and 
the rules thereunder are satisfied: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it 
hereby is, granted and permitted to become effec- 
tive forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22147/August 3, 1981 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


(70-6307) 


ORDER AUTHORIZING EXTENSION OF TIME 
TO ISSUE AND SELL COMMON STOCK PURSU- 
ANT TO DIVIDEND REINVESTMENT PLAN 


The Columbia Gas System, Inc. (“Columbia”), a 
registered holding company, has filed with this 
Commission a post-effective amendment to the 
declaration in this proceeding pursuant to Sections 
6(a) and 7 of the Public Utility Holding Company 
Act of 1935 (“Act”). 


By order dated July 7, 1979 (HCAR No. 21087), 
the Commission authorized Columbia to issue and 
sell up to 1,000,000 shares of its common stock to 
stockholders pursuant to its dividend reinvestment 
plan from time to time through August 15, 1981. 
As of May 15, 1981, approximately 478,200 of the 
1,000,000 shares were issued. It is now proposed 
that the period for issuing such common stock be 
extended to August 15, 1983. In all other respects 
the transaction will remain unchanged. 


No state commission and no federal commission 
other than this Commission, has jurisdiction over 
the proposed transaction. 


Due notice of the filing of said post-effective 
amendment to the declaration has been given in 
the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 22107), and no hearing 
has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is 


SEC DOCKET/261 





hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
declaration, as amended by said post-effective 
amendment, be, and it hereby is, permitted to be- 
come effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22148/August 4, 1981 


In the Matter of 


MIDDLE SOUTH ENERGY, INC. 
225 Baronne Street 
New Orleans, Louisiana 


(70-6600) 


SUPPLEMENTAL NOTICE OF PROPOSAL TO 
ENTER INTO REVOLVING CREDIT/TERM LOAN 
AGREEMENT WITH FOREIGN BANKS 


Middle South Energy, Inc. (“MSE”), a special pur- 
pose subsidiary of Middle South Utilities, Inc., a 
registered holding company, has filed an 
application-declaration and amendments thereto 
with this Commission pursuant to Sections 6(a) 
and 7 of the Public Utility Holding Company Act of 
1935 (‘Act’) and Rule 50(a)(5) promulgated there- 
under. 


On July 31, 1981 a notice was issued giving inter- 
ested persons until August 24, 1981 to request a 
hearing on a proposal by MSE to enter into a re- 
volving credit/term loan agreement in an aggre- 
gate principal amount of approximately 
$300,000,000 with a group of foreign lenders. 
MSE was granted an exception from the competi- 
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tive bidding requirements of Rule 50 under the Act 
for the purpose of engaging Credit Suisse First 
Boston Ltd. (“Credit Suisse’) as its financial ad- 
visor to explore the market and assist in arranging 
a revolving credit and term loan agreement. MSE 
has filed an amendment to its application- 
declaration redefining its relationship with Credit 
Suisse. Credit Suisse will not act solely as finan- 
cial advisor with respect to the proposed transac- 
tion. The loan agreement with the group of foreign 
lenders will be negotiated with and through Credit 
Suisse. This change in the structure of the pro- 
posed transaction does not affect the validity of 
the exception from competitive bidding granted in 
the release of July 31, 1981. 


The application-declaration and amendments 
thereto are available for public inspection through 
the Commission’s Office of Public Reference. In- 
terested persons wishing to comment or request a 
hearing should submit their views in writing by Au- 
gust 24, 1981, to the Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549, 
and serve a copy on the applicant-declarant at the 
address specified above. Proof of service (by affi- 
davit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. Any request 
for a hearing shall identify specifically the issues 
of fact or law that are disputed. A person who so 
requests will be notified of any hearing, if ordered, 
and will receive a copy of any notice or order 
issued in this matter. After said date, the 
application-declaration, as amended or as it may 
be further amended, may be granted and per- 
mitted to become effective. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22149/August 5, 1982 


SEE 


SECURITIES ACT OF 1933 
Release No. 6330/August 5, 1981 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22152/August 6, 1981 


In the Matter of 


GEORGIA POWER COMPANY 
333 Piedmont Avenue, N.E. 
Atlanta, Georgia 33308 


(70-6628) 


NOTICE OF PROPOSED SALES OF FIRST MORT- 
GAGE BONDS AT COMPETITIVE BIDDING 


Georgia Power Company (‘Georgia’), an electric 
utility subsidiary of The Southern Company, a reg- 
istered holding company, has filed an application- 
declaration with this Commission pursuant to Sec- 
tions 6(b) and 12(c) of the Public Utility Holding 
Company Act of 1935 (‘Act’) and Rules 42 and 50 
promulgated thereunder. 


Georgia proposes to issue and sell up to 
$250,000,000 principal amount of first mortgage 
bonds at competitive bidding in one or more series 
through April 30, 1982. It is anticipated that a first 
series of such bonds in an amount of not more 
than $125,000,000 will be issued in October 1981. 
Each series of such bonds will have a term of not 
less than five nor more than thirty years and will 
be sold at a price to Goergia of not less than 98% 
nor more than 1013%4% of the principal amount of 
the bonds, plus secured interest. Each series of 
the new bonds will be issued under the Indenture 
dated March 1, 1941 between Georgia and Chem- 
ical Bank, as trustee, as heretofore supplemented 
and as to be further supplemented by supplemen- 
tal indentures dated as of the first day of the 
month during which each series of new bonds is 
issued. Georgia may provide for a mandatory 
and/or optional cash sinking fund with respect to 
any series of the new bonds. Georgia states that it 
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may request by amendment that the sale of any 
series of the new bonds be excepted from the 
competitive bidding requirements of Rule 50 under 
the Act. The proceeds of the bond sales will be 
used to finance, in part, Georgia’s business as an 
electric utility company. 


The application-declaration and any amendments 
thereto are available for public inspection through 
the Commission’s Office of Public Reference. In- 
terested persons wishing to comment or request a 
hearing should submit their views in writing by Au- 
gust 31, 1981, to the Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549, 
and serve a copy on the applicant-declarant at the 
address specified above. Proof of service (by affi- 
davit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. Any request 
for a hearing shall identify specifically the issues 
of fact or law that are disputed. A person who so 
requests will be notified of any hearing, if ordered, 
and will receive a copy of any notice or order 
issued in this matter. After said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to be- 
come effective. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11879/August 3, 1981 


SEE 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 768/August 3, 1981 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11880/August 3, 1981 


In the Matter of 


ANCHOR DAILY INCOME FUND, INC. 
333 South Hope Street 
Los Angeles, California 90071 


(811-2509) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT APPLICANT HAS 
CEASED TO BE AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Anchor Daily In- 
come Fund, Inc. (‘Applicant’), an open-end, diver- 
sified, management investment company regis- 
tered under the Investment Company Act of 1940 
(“Act’’), filed an application on July 22, 1981, for 
an order of the Commission pursuant to Section 
8(f) of the Act, and Rule 8f-1 thereunder, declar- 
ing that Applicant has ceased to be an investment 
company. All interested persons are referred to 
the application on file with the Commission for a 
statement of the representations contained there- 
in, which are summarized below. 


Applicant, a corporation organized under the laws 
of the State of Maryland, registered under the Act 
of August 9, 1974, and filed a registration state- 
ment on Form S-5 under the Securities Act of 
1933 (1933 Act’) for the public offer and sale of 
shares of its common stock on the same date. Ap- 
plicant’s 1933 Act registration statement was de- 
clared effective by the Commission on September 
30, 1978, and an initial public offering of its securi- 
ties commenced immediately thereafter. 
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According to the application, the Board of Direc- 
tors of the Applicant approved the acquisition of 
the Applicant by The Cash Management Trust of 
America, Inc. (“Cash Management’), which is reg- 
istered under the Act as an open-end, diversified, 
management investment company, on June 28, 
1978. Applicant states that the acquisition was ap- 
proved by a majority of its shareholders on July 
31, 1978, and that the acquisition of the Applicant 
by Cash Management was consummated on Octo- 
ber 6, 1978. Applicant further states that it and 
Cash Management were responsible for each of 
their expenses in connection with the acquisition. 
According to the application, Cash Management 
acquired all of Applicant's assets in exchange for 
shares of Cash Management and that the ex- 
change was executed at each of the funds’ re- 
spective net asset values. 


Applicant states that it currently has no assets or 
outstanding liabilities, has no securityholders and 
is not a party to any pending litigation or adminis- 
trative proceeding. Applicant further represents 
that it is not engaged, and does not propose to en- 
gage, in any business activities other than those 
necessary for the winding up of its affairs and that 
on October 6, 1978, it filed Articles of Transfer 
with the State of Maryland. Finally, Applicant rep- 
resents that within the last eighteen months it has 
not transferred any of its assets to a separate 
trust, the beneficiaries of which were or are securi- 
ty holders of Applicant. 


Section 8(f) of the Act provides, in part, that when 
the Commission upon application finds that a reg- 
istered investment company has ceased to be an 
investment company, it shall so declare by order 
and, upon the taking effect of such order, the reg- 
istration of such company shall cease to be in ef- 
fect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 28, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application accom- 
panied by a statement as to the nature of his or 
her interest, the reasons for such request and the 
issues, if any, of fact or law proposed to be contro- 
verted, or he or she may request that he or she be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
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upon Applicant at the address stated above. Proof 
of such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule O-5 of the Rules and Regulations promul- 
gated under the Act, an order disposing of the ap- 
plication herein will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders 
issued in this matter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11881/August 3, 1981 


In the Matter 


THE CAPITOL LIFE INSURANCE COMPANY 


CAPITOL LIFE SEPARATE ACCOUNT A 
1600 Sherman Street 
Denver, Colorado 80203 


and 


SECURITY FIRST FINANCIAL, INC. 
1800 Avenue of the Stars 
Los Angeles, CA 90067 


(812-4888) 


NOTICE OF APPLICATION FOR AN AMENDED 
ORDER PURSUANT TO SECTION 11 OF THE 
ACT FOR APPROVAL OF CERTAIN OFFERS OF 
EXCHANGE AND PURSUANT TO SECTION 6(c) 
OF THE ACT FOR EXEMPTIONS FROM SEC- 
TIONS 26(a) AND 27(c)(2) OF THE ACT 
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NOTICE IS HEREBY GIVEN that the Capitol Life 
Insurance Company, (‘Capitol Life’), a stock life 
insurance company organized under the laws of 
the State of Colorado, and Capitol Life Separate 
Account A, (“Separate Account’) established by 
Capitol Life and registered as a unit investment 
trust under the Investment Company Act of 1940 
(“Act”) and Security First Financial, Inc. a regis- 
tered broker-dealer and the principal underwriter 
for the Separate Account (hereinafter collectively 
referred to as ‘“Applicants”), filed an Application 
on June 9, 1981 for an amended order pursuant to 
Section 11 of the Act, approving certain offers of 
exchange, and pursuant to Section 6(c) of the Act, 
exempting the Applicants from the provisions of 
Sections 26(a) and 27(c)(2) of the Act. The re- 
quested order would supplement the exemptive 
releif previously granted (i) to the extent necessa- 
ry to include a new Group Flexible Payment Varia- 
ble Annuity Contract (‘“‘New Contract’), to be 
issued by Capitol Life and funded in the Separate 
Account, in the offer of exchange allowing Accu- 
mulation Units of one series of the Separate Ac- 
count to be exchanged for those of another series; 
and (ii) to the extent necessary to include the New 
Contract in the exemptions underlying the current 
safekeeping arrangement of the Separate Ac- 
count, previously granted pursuant to Section 6(c). 


All interested persons are referred to the Applica- 
tion on file with the Commission for a statement of 
the representations contained therein which are 
summarized below. 


The Separate Account was established by Capitol 
Life to fund certain variable annuity contracts 
which are currently being offered and sold to the 
public pursuant to an effective registration state- 
ment under the Securities Act of 1933 (File No. 
2-51169). The Separate Account presently 
consists of four series, each of which invests sole- 
ly in the shares of one of the following open-end 
diversified management investment companies; 
Security First Legal Reserve Fund, Inc., Security 
First Variable Life Fund, Inc., T. Rowe Price 
Growth Stock Fund, Inc., and T. Rowe Price Prime 
Reserve Fund, Inc. (hereinafter collectively 
referred to as the “Funds’). 


The New Contracts are group flexible payment 
variable annuity contracts and are designed to 
provide annuity benefits to persons participating in 
various types of annuity plans or arrangements. 
Applicants assert that the Contracts are designed 
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to be used in connection with retirement plans or 
individual retirement arrangements which qualify 
for special tax treatment under the Internal Reve- 
nue Code. 


Applicants seek to amend and supplement the 
orders of September 13, 1974 (Release No. 
IC-—8497), November 30, 1978 (Release No. 
IC-10502). and July 23, 1980 (Release No. 
IC-11271), and June 12, 1981 (Release No. 
IC-11814) only to the extent necessary to include 
the New Contract in the offers of exchange ap- 
proved by such orders pursuant to Section 11, and 
to include the New Contract in the exemptions 
from Sections 26(a) and 27(c)(2) previously 
granted pursuant to Section 6(c). 


Section 11 


Section 11(a) makes it unlawful for any registered 
open-end investment company or principal under- 
writer therefor to make an offer to the holder of a 
security of such company or of any other open- 
end investment company to exchange his security 
for a security in the same or another such compa- 
ny on any basis other than the relative net asset 
values of the respective securities to be ex- 
changed unless the terms of the offer have first 
been submitted to, and approved by, the Commis- 
sion. Section 11(c) of the Act provides that, 
irrespective of the basis of exchange, the provi- 
sions of subsection (a) shall be applicable to any 
type of offer of exchange of the securities of regis- 
tered unit investment trusts for the securities of 
any other investment company. 


The order contained in Release No. IC-11814 ap- 
proved the conversion or transfer of Contract Ac- 
cumulation Units from any one of the four series of 
the Separate Account to any other Division of the 
Separate Account then in existence. Applicants 
propose that this conversion right be extended so 
as to encompass the New Contract. 


Sections 27(c)(2) and 26(a) 


Section 27(c)(2), in relevant part, prohibits the is- 
suer of a periodic payment plan certificate and any 
depositor or underwriter for such issuer from sell- 
ing such periodic payment plan certificate unless 
the proceeds of all payments (other than any sales 
load) are deposited with a qualified bank acting as 
trustee or custodian, and held under an indenture 
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or agreement containing specified provisions. Sec- 
tion 26(a) requires that such indenture or custod- 
ian agreement must provide, inter alia, that the 
bank (i) shall have possession of all property of 
the unit investment trust and segregate and hold 
the same in trust subject only to the charges and 
collections specifically allowed under clauses (A), 
(B) and (C) of such Section until distribution to the 
security holders of the trust; (ii) shall not resign 
until the trust has been liquidated or a successor 
has been appointed; (iii) may collect from the in- 
come and, if necessary, from the corpus of the 
trust such fees for services provided for in the 
agreement; (iv) shall not allow as an expense any 
payment to the depositor or principal underwriter 
except a fee, not exceeding such reasonable 
bookkeeping and other administrative services of 
a character normally performed by the bank itself. 


Pursuant to an exemption from the aforemen- 
tioned provision of the Act granted in Release No. 
IC-11814, Capitol Life acts as custodian of the 
Separate Accounts; however, all such assets are 
heid for safekeeping pursuant to an agreement be- 
tween Capitol Life and the State Street Bank and 
Trust Company of Boston, Massachusetts 
(“Bank”). Insofar as the New Contract proposed to 
be funded in the Separate Account is not included 
within the terms of the order issued in Release No. 
IC—-11814, the Applicants request that the order of 
exemptions from Sections 26(a) and 27(c)(2) be 
amended to the extent necessary to make the re- 
quirement of a trust inapplicable to such New Con- 
tract. 


Applicants have consented that the request for the 
foregoing exemptions may be made subject to the 
following conditions: (1) that the deductions for 
administrative services shall not exceed such rea- 
sonable amount as the Commission shall pre- 
scribe, and the Commission may reserve jurisdic- 
tion for such purpose, and (2) that the payment of 
sums and charges out of the assets of the Sepa- 
rate Account shall not be determined to be ex- 
empted from regulation by the Commission by rea- 
son of the requested amended order, provided 
that Applicants’ consent to this condition shall not 
be determined to be a concession to the Commis- 
sion of authority to regulate the payment of sums 
and charges out of such assets other than charges 
for administrative services, and Applicants reserve 
the right in any proceeding before the Commis- 
sion, or in any suit or action in any court, to assert 
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that the Commission has no authority to regulate 
the payment of such other sums and charges. 


Section 6(c) 


Section 6(c) authorizes the Commission to exempt 
any person, security or transaction, from the provi- 
sions of the Act and Rules promulgated thereun- 
der if and to the extent that such exemption is nec- 
essary or appropriate in the public interest, and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provi- 
sions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
party may, not later than August 27, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the matter accompanied by 
a statement as to the nature of his/her interest, the 
reason for such request and the issues of fact or 
law proposed to be controverted, or he/she may 
request that he/she be notified if the Commission 
shall order a hearing thereon. Any such communi- 
cation should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C., 
20549. A copy of such request shall be served 
personally or by mail upon Applicants at the ad- 
dresses stated above. Proof of such service (by 
affidavit or, in the case of any attorney-at-law, by 
certificate shall be filed contemporaneously with 
the request. As provided by Rule O-5 of the Rules 
and Regulations promulgated under the Act, an 
order disposing of the application will be issued as 
of course following August 27, 1981 unless the 
Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s motion. Persons 
who request a hearing, or advice as to whether a 
hearing is ordered, will receive notice of further 
developments in this matter, including the date of 
the hearing, if ordered, and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11882/August 4, 1981 


In the Matter of 


INTERCAPITAL INCOME SECURITIES INC. 

INTERCAPITAL LIQUID ASSET FUND INC. 

INTERCAPITAL HIGH YIELD SECURITIES INC. 

INTERCAPITAL TAX-EXEMPT SECURITIES 
INC. 

INTERCAPITAL INDUSTRY-VALUED 
SECURITIES INC. 

INTERCAPITAL TAX-FREE DAILY INCOME 
FUND INC. 

INTERCAPITAL DIVIDEND GROWTH 
SECURITIES INC. 

INTERCAPITAL NATURAL RESOURCE 
DEVELOPMENT 
SECURITIES INC. 

ACTIVE ASSETS MONEY TRUST 

ACTIVE ASSETS TAX-FREE TRUST 

ACTIVE ASSETS GOVERNMENT SECURITIES 
TRUST 

and 

JOHN R. HAIRE 

Five World Trade Center 

New York, New York 10048 


(812-4881) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT GRANTING EXMMPTION ROM SECTION 
2(a)(19) OF THE ACT 


On July 9, 1981, a notice was issued (Investment 
Company Act Release No. 11855) of an applica- 
tion filed on June 1, 1981, by InterCapital Liquid 
Asset Fund Inc. InterCapital High Yield Securities 
Inc., InterCapital Tax-Exempt Securities Inc., 
InterCapital Industry-Valued Securities Inc., 
InterCapital Tax-Free Daily Income Fund Inc., 
InterCapital Dividend Growth Securities Inc., 
InterCapital Natural Resource Development Secu- 
rities Inc., Active Assets Money Trust, Active 
Assets Tax-Free Trust, and Active Assets Govern- 
ment Securities Trust, all open-end, diversified 
management investment companies, and _ Inter- 
Capital Income Securities Inc., a closed-out, diver- 
sified management investment company 
(‘Funds’), all of which are registered under the In- 
vestment Company Act of 1940 (‘Act’); and John 
R. Haire (collectively Applicants’), for an order of 
the Commission pursuant to Section 6(c) of the 
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Act declaring that Mr. Haire, a director or trustee 
of each of the Funds, shall not be deemed to be 
an interested person of the Funds, as defined in 
Section 2(a)(19) of the Act, solely by reason of his 
position as a director of Washington National Cor- 
poration, which has three wholly-owned subsidiar- 
ies registered as broker-dealers under the Securi- 
ties Exchange Act of 1934. 


The notice gave interested persons an opportunity 
to request a hearing, and stated that an order 
disposing of the application would be issued as of 
course unless a hearing should be ordered. No re- 
quest for a hearing has been filed and the Com- 
mission has not ordered a hearing. 


The matter has been considered, and it is found 
that the granting of the application is appropriate 
in the public interest and consistent with the pro- 
tection of investors and the purposes fairly intend- 
ed by the policies and provisions of the Act. Ac- 
cordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the requested exemption from the provi- 
sions of Section 2(a)(19) of the Act to the extent 
requested, be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11883/August 4, 1981 


In the Matter of 

NATIONWIDE LIFE INSURANCE COMPANY 
and 

NATIONWIDE VARIABLE ACCOUNT 

One Nationwide Plaza 


Columbus, Ohio 43216 


(812-4909) 
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ORDER PURSUANT TO SECTTION 11 OF THE 
INVESTMENT COMMPANY ACT OF 1940 AP- 
PROVING CERTAIN OFFERS OF EXCHANGE 
AND PURSUANT TO SECTION 6(c) OF THE ACT 
AMENDING CERTAIN EXEMPTIONS FROM 
SECTIONS 2(a)(32), 2(a)(35), 22(c), 26(a)(2)(C), 
27(c)(1), 27(c)(2) AND 27(d) OF THE ACT AND 
RULE 22c-1 THEREUNDER. 


Nationwide Life Insurance Company (‘Nation- 
wide’), a stock life insurance company organized 
under the laws of the State of Ohio, and its 
Nationwide Variable Account, registered under the 
Investment Company Act of 1940 (‘Act’) as a unit 
investment trust, filed an application on June 28, 
1981, pursuant to Section 11 of the Act for an 
amended order approving certain offers of ex- 
change, and pursuant to Section 6(c) of the Act, 
for an order amending certain exemptions previ- 
ously granted from Sections 2(a)(32), 2)a)(35), 
22(c), 26(a)(2)(C), 27(c)(1), 27(c)(2), 27(d) of the 
Act and Rule 22c-1 thereunder, insofar as such 
exemptions are necessary to permit the transac- 
tions described therein. 


On July 13, 1981, a notice was issued (Investment 
Company Act Release No. 11459) of the filing of 
the application. The notice gave interested per- 
sons an opportunity to request a hearing and stat- 
ed that an order disposing of the application would 
be issued as of course unless a hearing should be 
ordered. No hearing has been requested and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found 
that the granting of the application is appropriate 
in the public interest and consistent with the pro- 
tection of investors and the purposes fairly intend- 
ed by the policy and provisions of the Act. Accord- 
ingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the requested exemptions previously 
granted from Sections 2(a)(32), 2(a)(35), 22(c), 
26(a)(2)(C), 27(c)(1), 27(c)(2), and 27(d) of the 
Act and Rule 22c-1 thereunder be, and hereby 
are, amended, and pursuant to Section 11 of the 
Act that the proposed offers of exchange be, and 
hereby are, approved, effective forthwith. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11884/August 4, 1981 


In the Matter of 


FEDERAL LIFE INSURANCE COMPANY 
(MUTUAL) 

FEDERAL LIFE VARIABLE ANNUITY 
ACCOUNT A 


and 


FED MUTUAL FINANCIAL SERVICES, INC. 
3703 West Lake Avenue 
Glenview, Illinois 60025 


(812-4864) 


NOTICE OF FILING OF APPLICATION FOR AN 
AMENDED ORDER PURSUANT TO SECTION 11 
OF THE ACT REGARDING CERTAIN OFFERS 
OF EXCHANGE AND PURSUANT TO SECTION 
6(c) OF THE ACT FOR EXEMPTION FROM THE 
PROVISIONS OF SECTIONS 2(a)(32), 2(a)(35), 
22(c), 22(d), 26(a), 27(a)(3), 27(c)(1), 27(c)(2), 
AND 27(d) OF THE ACT AND RULES 22c-1 AND 
22d-3 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Federal Life In- 
surance Company (Mutual) (‘Federal Life’), Fed- 
eral Life Variable Annuity Account A (“Account 
A’), and FED Mutual Financial Services, Inc. 
(“FED Mutual’) (collectively, “Applicants’), filed 
an application on April 23, 1981, for an amended 
order pursuant to Section 11 of the Investment 
Company Act of 1940 (‘Act’) approving certain 
offers of exchange and pursuant to Section 6(c) of 
the Act for exemption from the provisions of Sec- 
tions 2(a)(32), 2(a)(35), 22(c), 22(d), 26(a), 
27(a)(3), 27(c)(1), 27(c)(2), and 27(d) of the Act 
and Rules 22c-1 and 22d-3 thereunder. Federal 
Life is a mutual life insurance company organized 
under the laws of Illinois; Account A is a separate 
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account of Federal Life and is registered as a unit 
investment trust under the Act; and FED Mutual, a 
wholly-owned subsidiary of Federal Life, is a reg- 
istered broker-dealer and the principal underwriter 
for Account A. The first order issued to Applicants 
(except FED Mutual) was granted pursuant to 
Section 11 of the Act approving certain offers of 
exchange, and pursuant to Section 6(c) of the Act 
allowing exemptions from the provisions of Sec- 
tions 26(a) and 27(c)(2) (Investment Company Act 
Release No. 9341). The second order issued to 
Applicants amended the original order (Investment 
Company Act Release No. 10869). All interested 
persons are referred to the application on file with 
the Commission for a statement of the representa- 
tions therein which are summarized below. 


Account A presently consists of eight series (‘‘Ac- 
count Divisions’), each of which is invested solely 
in the shares of one of eight diversified, open-end, 
management investment companies (‘Funds’), 
which are registered under the Act. 


Applicants propose to create two new Account Di- 
visions in Account A, each invested solely in the 
shares of different portfolios of one of the Funds. 


Old Contracts 


Federal Life presently issues both immediate and 
deferred annuity contracts funded by Account A 
(“Old Contracts’). Under an immediate Old Con- 
tract, written only on an individual basis and 
issued only in consideration of a single purchase 
payment of at least $2,500, annuity payments 
begin one month after date of issue. Under a de- 
ferred Old Contract, written on either an individual 
or group basis and issued in consideration of ei- 
ther a single purchase payment of at least $2,500 
or a series of periodic purchase payments of at 
least $25 each, annuity payments begin on a se- 
lected future date. 


Each purchase payment under an Old Contract is 
subject to deductions for (i) any applicable state or 
local government premium tax and (ii) sales and 
administrative expenses, the latter deduction de- 
creasing in relation to total purchase payments 
made. Purchasers of an Old Contract may allocate 
all or a portion of net purchase payments made 
(i.e., the amount after deduction of premium 
taxes, if any, and sales and administrative ex- 
penses) between any of the Account Divisions, 
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limited to two Account Divisions at any one time. 
Both during the accumulation phase and during 
the annuity payout period, the value of the interest 
of a participant in the Old Contract will vary in ac- 
cordance with the investment performance of the 
Fund shares of the Account Division(s) in which 
the Old Contract is invested. 


During the accumulation period of the Old Con- 
tract, a participant may transfer (i) all or part of his 
interest in an Account Division to another Account 
Division or to the fixed accumulation account or (ii) 
all or part of his interest in the fixed accumulation 
account to an Account Division or Divisions, sub- 
ject to certain conditions. Each transfer will be 
made at the relative net asset values of the Funds 
in the Account Divisions affected without the impo- 
sition of additional sales and administrative ex- 
pense charges, at the next valuation succeeding 
Federal Life’s receipt of written directions from the 
participant. During the annuity payout period, a 
participant may transfer (i) the entire value of the 
fixed accumulation account to an Account Divi- 
sion, or (ii) the entire value of an Account Division 
to the fixed accumulation account, or (iii) the entire 
value of one Account Division to another, provided 
certain conditions are met, including that no addi- 
tional sales and administrative expense charges 
will be imposed. 


No annual administrative fees are assessed 
against Old Contract values. However, the Old 
Contracts do provide for the deduction of certain 
actuarial risk charges from the assets of each un- 
derlying Account Division. The rate of deduction 
for such actuarial risk is presently .85% annually. 
It may be increased or decreased from time to 
time by Federal Life, although it may not exceed 
.85% annually. A portion of the actuarial risk fee 
(.60%) is for mortality risks and .25% is for ex- 
pense risks assumed by Federal Life. To the ex- 
tent that the actuarial risk fee proves insufficient to 
cover the actual cost of assuming the risks, Feder- 
al Life will bear the resulting expense. Federal Life 
will profit, however, should the fee prove more 
than sufficient. Applicants represent that no part of 
the annual actuarial risk charge is used to recoup 
distribution expenses incurred in connection with 
the offer and sale of the Old Contracts. 


New Contracts 


Federal Life proposes to issue a new group de- 
ferred variable annuity contract (‘New Contract”) 
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funded in Account A. Purchase payments for the 
New Contract, when purchased on a tax-qualified 
basis, must be at least $500 for a single premium 
or $25 each for periodic payments. When pur- 
chased on a non-qualified basis, a minimum single 
premium of $2,500 is required. No minimum pay- 
ment is required, however, when the premium is 
derived from the redemption of Fund shares. Each 
premium payment under a New Contract would be 
subject to applicable premium taxes. No deduction 
for sales and administrative expenses would be 
imposed upon premium payments when received 
by Federal Life. A participant holding a New Con- 
tract would be permitted to allocate all or a portion 
of net premium payments made among any of the 
Account Divisions, limited to two at any one time. 
Both during the accumulation phase and the annu- 
ity payout period, the value of a participant’s inter- 
est in the New Contract would vary in accordance 
with the investment performance of the Fund 
shares of the Account Division(s) in which the con- 
tract was invested. 


During the accumulation phase of a New Contract, 
a participant could at any time transfer all or part 
of his interest in an Account Division to another 
Account Division or Divisions, subject to certain 
conditions. Each transfer would be made at the 
relative net asset values of the Funds’ shares in 
the Account Divisions, effected without the imposi- 
tion of any charges upon the amount transferred, 
at the next valuation succeeding Federal Life’s re- 
ceipt of written directions from the participation. A 
participant would also be permitted to surrender 
his interest in a New Contract in whole or in part at 
any time prior to annuitization. Any such surrender 
would be effected on the basis of the New Con- 
tract’s then-accumulated value, subject to certain 
conditions, including the possible imposition of a 
contingent deferred sales load. Partial surrenders 
during any certificate year (a period of twelve con- 
secutive months starting with the effective date of 
the certificate of participation in the New Contract 
or any anniversary of such date) which in the ag- 
gregate did not exceed 10% of the value of the 
participant's interest in the New Contract at the 
beginning of the certificate year could be made 
free of charge. The aggregate amount of any sur- 
render(s) exceeding that free amount would be 
subject to deduction of a contingent deferred sales 
load with respect to that portion attributable to pre- 
mium payments made within the most recent six 
certificate years. The sales load ranges from 6% 
with respect to excess surrender amounts relating 
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to premium payments made in the current certifi- 
cate year, determined on a first-in first-out basis, 
to 1% with respect to excess surrender amounts 
relating to premium payments made in the fifth 
certificate year prior thereto. Assessment of the 
contingent deferred sales load could be waived in 
cases where the amount surrendered was attribu- 
table to premium payments derived from the re- 
demption of Fund shares. Applicants state that the 
sales load may never exceed 9% of the premium 
payment to which it relates. During the annuity 
payout period of a New Contract, a participant 


would be permitted to transfer the entire value of - 


one Account Division to another Account Division 
or to the fixed accumulation account, subject to 
certain conditions. 


Under a New Contract, Federal Life would assess 
an annual administrative fee of $25 against the 
value of each participant’s certification. Additional- 
ly, a percentage charge would be assessed 
against each participant's Account Division 
values, at the rate of .95% annually. While this 
rate could be increased or decreased from time to 
time by Federal Life, it could never exceed .95% 
annually. Of the percentage charge, .25% would 
be to recoup distribution expenses incurred in the 
offer and sale of the New Contract and .70% 
would be an actuarial risk charge to cover mortali- 
ty risks and expense risks. To the extent that the 
actuarial risk charge is insufficient to cover the ac- 
tual cost of assuming those risks, Federal Life will 
bear the resulting expense. Federal Life will profit, 
however, should the fee prove more than suffi- 
cient. Applicants represent that no part of the an- 
nual actuarial risk charge will be used to recoup 
distribution expenses in connection with the offer 
and sale of the New Contracts. 


Amended Order Requested Pursuant to Section 
11 


As discussed above, Applicants propose to create 
two new Account Divisions. They wish to expand 
the transfer rights under the Old Contracts to en- 
compass all ten Account Divisions of Account A. 
Similarly, Applicants intend to offer, in connection 
with the New Contracts, transfer rights among all 
ten Account Divisions of Account A. Applicants 
also propose to conduct, by direct mail, a limited 
offer of exchange pursuant to which, during a peri- 
od of 120 days, shareholders of each Fund in the 
Account Divisions would be given an opportunity 
to exchange their Fund shares for interests in the 
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New Contracts. Applicants state that with respect 
to New Contracts acquired under this limited offer, 
Federal Life would waive imposition of any contin- 
gent deferred sales load on any surrender. Appli- 
cants request that the Commission’s previously 
issued order be amended to approve, in connec- 
tion with both the Old and New Contracts funded 
in Account A and with respect to the eight existing 
and two proposed Account Divisions, the transfer 
rights described in the application and that the 
Commission also approve the proposed limited 
120-day offer of exchange described therein. 


Section 11(a) of the Act provides that it shall be 
unlawful for any registered open-end investment 
company or principal underwriter therefor to make 
or cause to be made an offer to the holder of a se- 
curity of such company or of any other open-end 
investment company to exchange his security for a 
security in the same or another such company on 
any basis other than the relative net asset values 
of the respective securities to be exchanged, un- 
less the terms of the offer have first been sub- 
mitted to and approved by the Commission. Sec- 
tion 11(c) of the Act further provides that, 
irrespective of the basis of exchange, the provi- 
sions of Section 11(a) shall be applicable to any 
type of offer of exchange of the securities of a reg- 
istered unit trust for the securitites of any other in- 
vestment company. With respect to transfer rights 
under the Old and New Contracts, Applicants as- 
sert that these rights would be consistent with the 
protection of participants in the contracts and with 
the purposes clearly intended by the policy and 
provisions of the Act. Applicants represent that all 
transfers under the Old and New Contracts would 
be made at the relative net asset values of the 
Fund(s) in the Account Division(s) effected without 
imposition of any charge based upon the amount 
transferred. Furthermore, Applicants state that the 
proposed transfers would provide participants with 
greater flexibility in their financial planning. Appli- 
cants also assert that the limited 120-day offer of 
exchange would be consistant with the protection 
of participants and with the purposes clearly in- 
tended by the policy and provisions of the Act. Ap- 
plicants represent that the limited 120-day offer of 
exchange would be effected at the relative net 
asset values of the Funds involved, and suggest 
that Fund shareholders acquiring an interest in a 
New Contract would acquire greater flexibility in 
their financial planning as a result of the offer. Ap- 
plicants represent that no transfer or offer of ex- 
change would be effected until a participant or 
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prospective participant had been furnished with a 
currently effective prospectus under the Securities 
Act of 1933 for the Fund(s) underlying any Ac- 
count Division(s) in which an interest was to be ac- 
quired, and, in the case of the limited 120-day 
offer of exchange, with a currently effective pro- 
spectus under the Securities Act of 1933 describ- 
ing Federal Life, Account A and the New Contract 
interests to be acquired. 


Amended Order Requested Pursuant to Section 
6(c) 


Section 6(c) of the Act authorizes the Commission 
to exempt, conditionally or unconditionally, any 
person, security or transaction, or classes of per- 
sons, securities or transactions, from any provi- 
sion or provisions of the Act and rules promul- 
gated thereunder if and to the extent that such 
exemption is necessary or appropriate in the pub- 
lic interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the 
policy and provisions of the Act. Applicants re- 
quest exemption pursuant to Section 6(c) from 
certain provisions of the Act as summarized 
below. 


Applicants assert that granting each of the re- 
quested exemptions would be appropriate in the 
public interest and consistent with the protection 
of investors and the purposes fairly intended by 
the policy and provision of the Act. 


Section 22(d) and Rule 22d-3 


Section 22(d) of the Act provides, in pertinent part, 
that no registered investment company or principal 
underwriter thereof shall sell any redeemable se- 
curity issued by such company to any person ex- 
cept at a current offering price described in the 
prospectus. Rule 22d-3 thereunder, in substance, 
permits the sale of variable annuity contracts at 
variations in the sales load deductions, provided 
that the prospectus for such variable annuity dis- 
closes the variations in sales load and the basis 
therefor, and further provided that such variations 
are not unfairly discriminatory. 


Applicants assert that it is in the best interests of 
investors to permit the Old and New Contracts to 
be sold contemporaneously with differing sales 
load structures because it permits potential inves- 
tors to have a choice between the two types of 
contracts. Applicants also state that the contingent 
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deferred sales load properly apportions distribu- 
tion expenses and is not unfairly discriminatory. 
Applicants assert that it has been actuarially cal- 
culated to complement the .25% annual asset 
charge for distribution expenses. Therefore, Appli- 
cants request that the Commission’s previous order 
be amended as, to grant such exemptions from 
Section 22(d) as may be necessary to permit the 
contemporaneous sale of both Old and New Con- 
tracts as described in the application. 


Sections 26(a) and 27(c)(2) 


Section 27(c)(2), in relevant part, prohibits the is- 
suer of a periodic payment plan certificate and any 
depositor or underwriter for such issuer from sell- 
ing such periodic payment plan certificate unless 
the proceeds of all payments (other than any sales 
load) are deposited with a qualified bank acting as 
trustee or custodian, and held under an indenture 
or agreement containing specified provisions. Sec- 
tion 26(a) of the Act requires that such indenture 
or custodianship agreement must provide, inter 
alia, that the bank (i) shall have possession of all 
property of the unit investment trust and segregate 
and hold the same in trust subject only to the 
charges and collections specifically allowed under 
clauses (A), (B) and (C) of that section until distri- 
bution to the security holders of the trust; (ii) shall 
not resign until the trust has been liquidated or a 
successor has been appointed; (iii) may collect 
from the income and, if necessary, from the cor- 
pus of the trust such fees for services provided for 
in the agreement; (iv) shall not allow as an ex- 
pense any payment to the depositor or principal 
underwriter except a fee, not exceeding such rea- 
sonable amount as the Commission may pre- 
scribe, for performing bookkeeping and other 
administrative services of a character normally 
performed by the bank itself. Applicants state that 
Account A presently acts as its own custodian with 
respect to Old Contracts funded in the separate 
account, pursuant to the exemptive order granted 
in Investment Company Act Release No. 10869. 
Applicants request that that exemption be 
amended as follows: (a) as regards the Old Con- 
tracts, to the extent necessary to permit Account 
A, in connection with the two new Account Divi- 
sions, to act as custodian for its own assets and to 
accept “book shares” issued by the Funds in open 
account in lieu of actual share certificates; (b) as 
regards the New Contracts, to the extent necessa- 
ry to permit Account A, in connection with ali ten 
Account Divisions, to act as custodian for its own 
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assets and to accept ‘book shares” as described 
above; (c) as regards the New Contracts, to permit 
Federal Life to deduct a flat annual administrative 
fee of $25 per participant to reimburse it for book- 
keeping and other administrative expenses per- 
formed by it which would normally be performed 
by the custodian or trustee; and (d) as regards the 
New Contracts, to the extent necessary to permit 
Federal Life to deduct the expenses of distributing 
such contracts from the .25% annual charge for 
this purpose and, where applicable, from assess- 
ment of the contingent deferred sales load. 


Applicants assert that the assets of the ten Ac- 
count Divisions of Account A will consist solely of 
the shares of the Fund in which each particular 
Account Division invests and that the assets of 
each Account Division will be kept physically seg- 
regated by Federal Life and held separate from 
the assets of Federal Life. Applicants also assert 
that Federal Life is subject to extensive supervi- 
sion and control by the Insurance Commissioner 
of Illinois and comparable state officials of each 
state in which it does business. Applicants aver 
the reasonableness of the flat annual administra- 
tive fee. Applicants submit all the foregoing fac- 
tors, taken together, provide substantial assur- 
ance that all obligations under the contracts in 
Account A will be performed, and that none of the 
dangers against which Sections 26(a) and 27(c)(2) 
are directed would be present. 


Applicants have consented that their request for 
the foregoing exemptions may be made subject to 
the following conditions: (1) that the deductions for 
administrative services shall not exceed such rea- 
sonable amount as the Commission shall pre- 
scribe, and the Commission may reserve jurisdic- 
tion for such purpose, and (2) that the payment of 
sums and charges out of the assets of the sepa- 
rate account shall not be determined to be ex- 
empted from regulation by the Commission by rea- 
son of the requested amended order, provided 
that the Applicants’ consent to this condition shall 
not be determined to be a concession to the Com- 
mission of authority to regulate the payment of 
sums and charges out of such assets other than 
charges for administrative services, and that the 
Applicants reserve the right in any proceeding be- 
fore the Commission, or in any suit or action in any 
court, to assert that the Commission has no au- 
thority to regulate the payment of such other sums 
and charges. 
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Sections 2(a)(32) and 27(d) 


Section 2(a)(32) of the Act defines “redeemable 
security” as any security under the terms of which 
the holder, upon its presentation to the issuer, is 
entitled to receive approximately his proportionate 
share of the issuer’s current net assets, or the 
cash equivalent thereof. Section 27(d) of the Act 
requires that the holder of a periodic payment plan 
certificate be able to surrender the certificate 
under certain circumstances with the recovery of 
certain front-end sales charges. Applicants submit 
that the imposition of the contingent deferred sales 
load and the use of part of the annual asset 
charge to reimburse Federal Life for distribution 
expenses do not violate these sections. However, 
Applicants request exemption from Sections 
2(a)(32) and 27(d) to the extent necessary or ap- 
propriate to permit the offer and sale of the New 
Contracts with the deduction of both periodic and 
contingent deferred sales loads in the manner de- 
scribed in the application. Applicants assert that 
deferring the imposition of the sales load does not 
restrict a participant from receiving, within the 
meaning fairly intended by the Act, his proportion- 
ate share or the value of his account upon re- 
demption. 


Section 2(a)(35) 


Section 2(a)(35) of the Act defines “sales load” as 
the difference between the price of a security to 
the public and that portion of the proceeds from its 
sales which is received and invested or held for in- 
vestment by the issuer, less any portion of such 
difference deducted for trustee’s or custodian’s 
fees, insurance premiums, issue taxes or adminis- 
trative expenses or fees which are not properly 
chargeable to sales or promotional activities. Al- 
though acknowledging that Section 2(a)(35) con- 
templates that a sales load will be charged when 
gross purchase payments are received, Applicants 
submit that the proposed pricing under the New 
Contract is consistent with the intent of the defini- 
tion of sales load in the Act. Thus, Applicants re- 
quest, to the extent necessary, an exemption from 
the provisions of Section 2(a)(35) to permit the 
offer and sale of the New Contracts with the de- 
duction of periodic and contingent deferred sales 
loads in the manner described in the application. 
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Section 22(c) and Rule 22c-1 


Rule 22c-1, promulgated under Section 22(c) of 
the Act, in pertinent part, prohibits a registered in- 
vestment company issuing a redeemable security 
from selling, redeeming, or repurchasing any such 
security except at a price based upon the current 
net asset value of such security. Applicants submit 
that the deduction of a contingent deferred sales 
load at a time when all or part of a participant's in- 
terest under a New Contract is surrendered, in 
contrast to the deduction of such sales load when 
the investment was made, does not result in re- 
ceipt by the participant of less than a price based 
upon the current net asset value of his interest 
under the New Contract. However, Applicants 
have requested an exemption from the provisions 
of Section 22(c) and Rule 22c-1 thereunder to the 
extent necessary to permit the offer and sale of 
the New Contracts with a contingent deferred 
sales load. 


Section 27(a)(3) 


Section 27(a)(3) of the Act prohibits any registered 
investment company issuing periodic payment 
plan certificates, or any depositor or underwriter of 
such company, from selling any such certificate if 
the deduction for sales charges on any first pay- 
ment proportionately exceeds the amount de- 
ducted on any other such payment, or the deduc- 
tion for sales charges on any subsequent payment 
proportionately exceeds the amount of the deduc- 
tion on any other subsequent payment. Applicants 
assert that the New Contract’s contingent deferred 
sales load is not the type of disproportionate sales 
charge at which Section 27(a)(3) was directed and 
therefore request exemption from the provisions of 
that section to the extent necessary to permit the 
offer and sale of the New Contracts. 


Section 27(c)(1) 


Section 27(c)(1) of the Act, in pertinent part, pro- 
hibits any registered investment company issuing 
periodic payment plan certificates, or any deposi- 
tor or underwriter thereof, to sell any such certifi- 
cate unless it is a redeemable security. Applicants 
submit that the imposition of a contingent deferred 
sales load under the New Contracts is not a re- 
striction on redemption and request an exemption 
from the provisions of Section 27(c)(1), to the ex- 
tent necessary, in order to permit the offer and 
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sale of the proposed New Contracts with a contin- 
gent deferred sales load. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 28, 1981, at 
5:30 p.m., submit to the Commission in writing, a 
request for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reasons for such request and the issues, if 
any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such com- 
munication should be addressed: Secretary, Secu- 
rities and Exchange Commission, 
Washington, D.C., 20549. A copy of such request 
shall be served personally or by mail upon Appli- 
cants at the address stated above. Proof of such 
service (by affidavit or, in the case of an attorney- 
at-law, by certificate) shall be filed contemporane- 
ously with the request. As provided by Rule 0-5 of 
the Rules and Regulations promulgated under the 
Act, an order disposing of the application herein 
will be issued as of course following said date un- 
less the Commission thereafter orders a hearing 
upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice 
as to whether a hearing is ordered, will receive 
any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11885/August 5, 1981 


In the Matter of 
MATHERS AND COMPANY, INC. 
and 


MATHERS FUND,, INC. 


125 S. Wacker Drive 
Suite 2410 
Chicago, Illinois 60606 


(812-4823) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACTT GRANTING AN EXEMPTION FROM SEC- 
TION 15(f)(1)(A) THEREOF 


Mathers and Company, Inc. (‘Adviser’), an invest- 
ment adviser registered under the Investment Ad- 
visers Act of 1940, and Mathers Fund, Inc. 
(“Fund”), an open-end, diversified management 
investment company registered under the Invest- 
ment Company Act of 1940 (‘Act’) (collectively, 
the “Applicants’”), filed an application on Febru- 
ary 13, 1981, and.an amendment thereto on 
July 2, 1981, pursuant to Section 6(c) of the Act 
for an order exempting Applicants from the provi- 
sions of Section 15(f)(1)(A) of the Act in connec- 
tion with a proposed transfer of control of the Ad- 
viser. 


On July 9, 1981, a notice was issued of the filing 
of the application (Investment Company Act Re- 
lease No. 11856). The notice gave interested per- 
sons an opportunity to request a hearing and stat- 
ed that an order disposing of the application would 
be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter having been considered, it is found, on 
the basis of the information stated in the applica- 
tion, that the granting of the requested exemption 
is appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act, subject to the conditions set forth below, 
which are deemed necessary or appropriate in the 
public interest for the protection of investors and 
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to which the Applicants have agreed. This order 
does not extend to and is not intended to express 
any position of the Commission as to (1) any 
amount or benefit the Adviser may receive in con- 
nection with the proposed transaction whereby 
control of the Adviser will be transferred from Mr. 
Thomas N. Mathers to the current common share- 
holders of the Adviser other than Mr. Mathers, (2) 
any amount or benefit Mr. Mathers may receive in 
connection with the ultimate repurchase by the Ad- 
viser of his shares of the Adviser’s common stock 
and (3) the process resulting in the determination 
to transfer control of the Adviser from Mr. Mathers 
to the Adviser's other. current common sharehold- 
ers. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 
6(c) of the Act, that Mathers and Company, Inc., 
and Mathers Fund, Inc., are exempted from the 
provisions of Section 15(f)(1)(A) of the Act, to the 
extent requested in the application, subject to the 
following conditions: 


1. Mathers and Company, Inc., and 
Mathers Fund, Inc., will each use their 
best efforts to ensure that during the pe- 
riod until Mr. Mathers retires or termi- 
nates his employment with Mathers and 
Company, Inc., at least three directors 
(50%) of Mathers Fund, Inc., will be per- 
sons who are not “interested persons” 
of Mathers and Company, Inc. 


2. Promptly following Mr. Mathers’ retire- 
ment or termination of employment, 
Mathers and Company, Inc., and Math- 
ers Fund, Inc., will each use their best 
efforts to insure that he will be replaced 
as a director of Mathers Fund, Inc., by 
an individual who is not an “interested 
person” of Mathers and Company, Inc., 
and Mathers Fund, Inc., will maintain 
this ratio of non-interested directors for 
a three year period, subject to vacan- 
cies created by death, resignation and 
the like, which vacancies Mathers and 
Company, Inc., and Mathers Fund, Inc., 
will use their best efforts to fill promptly 
and in any event within 120 days of the 
creation thereof with other qualified indi- 
viduals. 


3. Until the expiration of the three year 
period following Mr. Mathers’ retirement 


SEC DOCKET/275 





or termination of employment, Mathers 
and Company, Inc., and Mathers Fund, 
Inc., will use their best efforts to cause 
the successor to the position on Math- 
ers Fund, Inc.’s, board of directors cur- 
rently held by Mr. Mathers, and the suc- 
cessors to any position on Mathers 
Fund, Inc.'s, board currently held by 
persons who are not “interested per- 
sons” of Mathers and Company, Inc., in 
each case to be selected, proposed for 
election and elected in the manner pro- 
vided for in Section 16(b) of the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11886/August 5, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6330/August 5, 1981 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11887/August 5, 1981 


In the Matter of 


THE GENERAL MONEY MARKET FUND, INC. 
600 Madison Avenue 
New York, NY 10022 


(812-4897) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING APPLICANT FROM THE PRO- 
VISIONS OF SECTION 2(a)(41) OF THE ACT 
AND RULES 2a-4 AND 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that The General 
Money Market Fund, Inc. (“Applicant”), an open- 
end, diversified, management investment compa- 
ny, filed an application on June 18, 1981, and an 
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amendment thereto on June 24, 1981, requesting 
an order of the Commission, pursuant to Section 
6(c) of the Investment Company Act of 1940 
(“Act”), exempting Applicant from the provisions 
of Section 2(a)(41) of the Act and Rules 2a—4 and 
22c-1 thereunder, permitting Applicant to com- 
pute its net asset value per share, for the purpose 
of effecting sales and redemptions of its shares, 
using the amortized cost method of valuation. All 
interested persons are referred to the application 
on file with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


Applicant states that it is a corporation which was 
organized under the laws of Maryland on May 15, 
1981. Applicant has filed a Notification of Regis- 
tration under the Act and a registration statement 
under the Act and the Securities Act of 1933, as 
amended. The registration statement has not yet 
been declared effective. Applicant represents that 
it is a “money market” fund designed as an invest- 
ment vehicle for investors who desire to place 
assets in money market investments where the 
primary considerations are safety, liquidity and, to 
the extent consistent with the foregoing, a high 
rate of return. According to the application, Appli- 
cant’s portfolio may be invested exclusively in a 
variety of short-term money market instruments 
consisting of marketable securities issued or guar- 
anteed by the United States Government or its 
agencies or instrumentalities (whether or not sub- 
ject to repurchase agreements); time deposits; 
certificates of deposit issued by domestic banks or 
London branches of domestic banks; bankers ac- 
ceptances; and high-grade commercial paper. All 
investments by the Applicant will consist of obliga- 
tions maturing within one year from the date of ac- 
quisition, and the average maturity of all its invest- 
ments (on a dollar-weighted basis) will be 120 
days or less. 


As here pertinent, Section 2(a)(41) of the Act de- 
fines value to mean: (1) with respect to securities 
for which market quotations are readily available, 
the market value of such securities, and (2) with 
respect to other securities and assets, fair value 
as determined in good faith by an investment com- 
pany’s board of directors. 


Rule 22c-1 provides, in part, that no registered in- 
vestment company or principal underwriter there- 
for issuing any redeemable security shall sell, re- 
deem or repurchase any such security except at a 
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price based on the current net asset value of such 
security which is next computed after receipt of a 
tender of such security for redemption or of an 
order to purchase or to sell such security. Rule 
2a-4 provides, as here relevant, that the current 
net asset value of a redeemable security issued by 
a registered investment company used in comput- 
ing its price for the purpose of distribution and re- 
demption shall be an amount which reflects calcu- 
lations made substantially in accordance with the 
provisions of that rule, with estimates used where 
necessary or appropriate. Rule 2a—4 further states 
that portfolio securities with respect to which mar- 
ket quotations are readily available shall be valued 
at current market value, and that other securities 
and assets shall be valued at fair value as deter- 
mined in good faith by an investment company’s 
board of directors. Prior to the filing of the applica- 
tion, the Commission expressed its view that, 
among other things, Rule 2a—4 under the Act re- 
quires that portfolio instruments of “money mar- 
ket” funds be valued with reference to market fac- 
tors, and it would be inconsistent generally with 
the provisions of Rule 2a—4 for a ‘money market” 
fund to value its portfolio instruments on an amor- 
tized cost basis (Investment Company Act Re- 
lease No. 9786, May 31, 1977). 


In support of the relief requested, Applicant states 
its belief, based upon its adviser’s experience in 
advising other funds, that two qualities are helpfui 
in attracting investment, namely, stability of princi- 
pal and a steady flow of investment income. Appli- 
cant maintains that investors are concerned that 
the daily income declared by the Applicant reflect 
income as earned and that the sales and redemp- 
tion prices not change. By utilizing high quality 
money market instruments of short maturities 
combined with a stable net asset value, preferably 
$1.00 per share, Applicant asserts that it would be 
possible to provide those features to a variety of 
investors. Applicant further believes, based upon 
the experience of its adviser, that there will nor- 
mally be a relatively negligible discrepancy be- 
tween market value and the value determined by 
using the amortized cost valuation method. 


On the basis of the foregoing, Applicant believes 
that the valuation of its portfolio securities on the 
amortized cost basis will benefit shareholders by 
enabling the Applicant to maintain more effectively 
a stable price per share while providing sharehold- 
ers with the opportunity to receive a flow of invest- 
ment income less subject to fluctuation than under 
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procedures whereby dividends would be adjusted 
by unrealized gains and losses on its portfolio se- 
curities. Applicant’s board of directors has deter- 
mined in good faith that in light of the characteris- 
tics of the Applicant as described above, absent 
unusual or extraordinary circumstances, the amor- 
tized cost method of valuing portfolio securities is 
appropriate and preferable for the Applicant and 
will reflect the fair value of such securities. 


Applicant states that the requested relief is appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. Ac- 
cordingly, Applicant requests that the Commission 
issue an order pursuant to Section 6(c) of the Act 
exempting Applicant from the provisions of Sec- 
tion 2(a)(41) of the Act and Rules 2a—4 and 22c-1 
thereunder to the extent necessary to permit Ap- 
plicant to compute its net asset value per share for 
the purposes of effecting sales and redemptions of 
its shares, using the amortized cost method. The 
request for exemption is made based on the 
existing management policies of the Applicant set 
forth above. The Applicant agrees that the follow- 
ing conditions may be imposed in any order 
granting the exemptions requested: 


1. In supervising the operations of Ap- 
plicant and delegating special re- 
sponsibilities involving portfolio man- 
agement to the investment adviser of 
Applicant, the board of directors of 
Applicant undertakes—as a particu- 
lar responsibility within the overall 
duty of care owed to its share- 
holders—to establish procedures 
reasonably designed, taking into ac- 
count current market conditions and 
Applicant’s investment objective, to 
stabilize Applicant’s net asset value 
per share, computed for the purpose 
of distribution and redemption, at 
$1.00 per share. 


. Included within the procedures to be 
adopted by the board of directors 
shall be the following: 


(a) Review by the board of directors,, 
as it deems appropriate and at 
such intervals as are reasonable 
in light of current market condi- 
tions, to determine the extent of 
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deviation, if any, of the net asset 
value per share as determined by 
using available market quotations 
from Applicant's $1.00 amortized 
cost price per share, and the 
maintenance of records of such 
review. To fulfill this condition, 
Applicant intends to use actual 
quotations or estimates of market 
value reflecting current market 
conditions chosen by the board of 
directors in the exercise of its dis- 
cretion to be appropriate indica- 
tors of value, which may include, 
inter alia, (1) quotations or esti- 
mates of market value for individ- 
ual portfolio instruments, or (2) 
values obtained from yield data 
relating to classes of money mar- 
ket instruments published by rep- 
utable sources. 


(b) In the event such deviation from 
Applicant's $1.00 amortized cost 
price per share exceeds ‘2 of 1 
percent, a requirement that the 
board of directors will promptly 
consider what action, if any, 
should be initiated. 


(c) If the board of directors believes 
the extent of any deviation from 
Applicant's $1.00 amortized cost 
price per share may result in ma- 
terial dilution or other unfair re- 
sults to investors or existing 
shareholders, it shall take such 
action as it deems appropriate to 
eliminate or to reduce to the ex- 
tent reasonably practicable such 
dilution or unfair results, which 
may include: selling portfolio in- 
struments prior to maturity to real- 
ize capital gains or losses or to 
shorten Applicant's average port- 
folio maturity; withholding divi- 
dends; redemption of shares in 
kind; or utilizing a net asset value 
per share as determined by using 
available market quotations. 


3. Applicant will maintain a dollar- 


weighted average portfolio maturity 
appropriate to its objective of main- 


taining a stable net asset value per 
share; provided, however, that Appli- 
cant will not (a) purchase any instru- 
ment with a remaining maturity of 
greater than one year or (b) maintain 
a dollar-weighted average portfolio 
maturity which exceeds 120 days. If 
the disposition of a portfolio instru- 
ment should result in a dollar- 
weighted average portfolio maturity in 
excess of 120 days, Applicant will in- 
vest its available cash in such a man- 
ner as to reduce such average matu- 
rity to 120 days or less as soon as 
reasonably practicable. 


. Applicant will record, maintain, and 


preserve permanently in an easily ac- 
cessible place a written copy of the 
procedures (and any modifications 
thereto) described in paragraph 1 
above, and Applicant will record, 
maintain, and preserve for a period of 
not less than six years (the first two 
years in an easily accessible place) a 
written record of the board of direc- 
tors’ considerations and actions 
taken in connection with the dis- 
charge of its responsibilities, as set 
forth above, to be included in the 
minutes of the board of director’s 
meetings. The documents preserve 
pursuant to this condition shall be 
subject to inspection by the Commis- 
sion in accordance with Section 31(b) 
of the Act, as if such documents were 
records required to be maintained 
pursuant to rules adopted under Sec- 
tion 31(a) of the Act. 


. Applicant will limit its portfolio invest- 


ments, including repurchase agree- 
ments, to those United States dollar- 
denominated instruments which its 
board of directors determines present 
minimal credit risks, and which are of 
“high quality” as determined by any 
major rating service, or in the case of 
any instrument that is not rated, of 
comparable quality as determined by 
its board of directors. 


. Applicant will include in each quarter- 


ly report, as an attachment to Form 
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N-1Q, a statement as to whether any 
action pursuant to paragraph 2(c) 
above was taken during the proceed- 
ing fiscal quarter and, if any such ac- 
tion was taken, will describe the na- 
ture and circumstances of such 
action. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 31, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0—5 of the Rules 
and Regulations promulgated under the Act, an 
order disposing of the application will be issued as 
of course following said date unless the Commis- 
sion thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hear- 
ing is ordered, will receive any notices and orders 
issued in this matter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11893/August 6, 1981 


In the Matter of 


PIA ASSET CASH TRUST 
421 Seventh Avenue 
Pittsburgh, Pennsylvania 15219 


(812-4901) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
INVESTMENT COMPANY ACT OF 1940 
GRANTING EXEMPTIONS FROM THE PROVI- 
SIONS OF SECTION 2(a)(41) OF THE ACT AND 
RULES 2a-4 AND 22c-1 THEREUNDER. 


PIA Asset Cash Trust (‘Applicant’), registered 
under the Investment Company Act of 1940 
(“Act”) as an open-end, diversified, management 
investment company, filed an application on 
June 22, 1981, requesting an order of the Com- 
mission, pursuant to Section 6(c) of the Act, ex- 
empting Applicant from the provisions of Section 
2(a)(41) of the Act and Rules 2a—4 and 22c-1 
under the Act to the extent necessary to permit 
Applicant to value its portfolio assets pursuant to 
the amortized cost method of valuing portfolio se- 
curities. 


On July 7, 1981, a notice (Investment Company 
Act Release No. 11848) was issued of the filing of 
the application. The notice gave interested per- 
sons an opportunity to request a hearing and stat- 
ed that an order disposing of the application would 
be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found 
that granting of the requested exemptions is ap- 
propriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder, to the extent re- 
quested, be and hereby is granted, effective forth- 
with subject to those conditions to which Applicant 
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has consented and which are set forth in Invest- 
ment Company Act Release No. 11848. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11894/August 6, 1981 


In the Matter of 


BROAD STREET INVESTING CORPORATION 
NATIONAL INVESTORS CORPORATION 
TRI-CONTINENTAL CORPORATION 

UNION CAPITAL FUND, INC. 

UNION CASH MANAGEMENT FUND, INC. 
UNION INCOME FUND, INC. 

UNION DATA SERVICE CENTER, INC. 


One Bankers Trust Plaza 
New York, New York 10006 


(812-4925) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTTION 17(d) OF 
THE ACT AND RULE 17d-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Broad Street In- 
vesting Corporation, National Investors Corpora- 
tion, Tri-Continental Corporation, Union Capital 
Fund, Inc., Union Cash Management Fund, Inc., 
and Union Income Fund, Inc., registered under the 
Investment Company Act of 1940 (‘‘Act’’) as diver- 
sified, management investment companies (the 
“Funds’’), and Union Data Service Center, Inc., a 
data processing company jointly owned by the 
Funds (“Union Data’) (collectively referred to as 
“Applicants”’), filed an application on July 23, 
1981, requesting an order of the Commission, pur- 
suant to Section 17(d) of the Act and Rule 17d-1 
thereunder, to permit Union Data to provide data 
processing and related services to other regis- 
tered investment companies which may be added 
to the group of investment companies advised by 
J. & W. Seligman & Co., Inc., which is the invest- 
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ment adviser to the Funds, on the same basis as 
Union Data provides such services currently to the 
Funds, and to independent third parties on such 
basis as Union Data may negotiate. All interested 
persons are referred to the application on file with 
the Commission for a statement of the representa- 
tions contained therein, which are summarized 
below. 


Union Data currently furnishes data processing 
and related services to the Funds on a non-profit 
basis with billings being made to the Funds in rela- 
tion to services performed. Applicants have re- 
quested that the Commission permit Union Data to 
provide such services to (a) such other registered 
investment companies as may be added to the 
group of investment companies having the same 
investment adviser as the Funds (currently J. & W. 
Seligman & Co. Incorporated), on the same basis 
as in the case of the Funds (such additional 
Seligman investment companies will not own 
shares of Union Data), or (b) to third parties on 
such basis as Union Data may negotiate, provided 
that (1) the Board of Directors of each Fund and of 
any such other registered investment company to 
which such services are provided or to be provid- 
ed, including a majority of the directors of each 
such Fund or registered investment company who 
are not interested persons (within the meaning of 
the Act) thereof, shall have approved such ar- 
rangement, and shall have determined that, in 
terms of the considerations specified in Section 
17(d) of the Act and Rule 17d-1 thereunder, the 
participation of that Fund or registered investment 
company in each such arrangement is consistent 
with the provisions, policies and purposes of the 
Act, and is on a reasonable and fair basis not less 
advantageous than that of other participants, (2) 
the Board of Directors of each of the Funds shall 
have determined that the provision of such serv- 
ices will not result in any impairment of the quality 
of services provided to that Fund by Union Data, 
and (3) in the case of (b), the render of such serv- 
ices on negotiated terms is not part of a joint en- 
terprise or other joint arrangement in which an af- 
filiated person of or a principal underwriter for any 
Fund or other registered investment company to 
which Union Data is providing services, or an affili- 
ated person of such affiliated person or principal 
underwriter, other than another Fund or registered 
investment company to which Union Data is pro- 
viding services or Union Data, is a participant. 
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Section 17(d) of the Act and Rule 17d-1 taken to- 
gether provide, among other things, that it shall be 
unlawful for any affiliated person of or principal un- 
derwriter for a registered investment company or 
any affiliated person of such a person or principal 
underwriter, acting as principal, to participate in, or 
effect any transaction in connection with any joint 
enterprise or other joint arrangement or profit 
sharing plan in which any such registered compa- 
ny, Of a company controlled by such registered 
company, is a participant unless an application 
relating thereto has been granted by an order of 
the Commission. In passing upon such an applica- 
tion, the Commission will consider whether the 
participation of such registered or controlled com- 
pany in such joint enterprise, joint arrangement or 
profit sharing plan on the basis proposed is con- 
sistent with the provisions, policies and purposes 
of the Act, and the extent to which such participa- 
tion is on a basis different from, or less advanta- 
geous than, that of other participants. 


Applicants state that each of the Funds and each 
additional registered investment company which 
may be added to the Seligman group of invest- 
ment companies may be deemed to be affiliated 
persons of each other, and Union Data may be 
deemed to be a company controlled by the Funds, 
Accordingly, the ownership and operation of Union 
Data by the Funds and arrangements for the provi- 
sion of services by Union Data to the Funds, to 
any additional registered investment coinpanies in 
the Seligman group and to third parties may in- 
volve the participation of affiliated persons, or affil- 
iated persons of affiliated persons, of registered 
investment companies in a joint enterprise or other 
joint arrangements of the type referred to in Sec- 
tion 17(d) and Rule 17d-1. 


Applicants state that the Funds would benefit if ad- 
ditional investment companies were added to the 
Seligman group of investment companies, thereby 
increasing the group’s asset base, because under 
existing management agreements the manage- 
ment fee rates paid by the Funds are reduced as 
breakpoints in the fee schedule are reached, 
which breakpoints relate, among other things, to 
the assets of all investment companies advised by 
J. & W. Seligman & Co. Inc. According to Appli- 
cants, if such additional investment companies 
also use the data processing and related services 
offered by Union Data, the Funds and any addi- 
tional investment companies in the Seligman 
group would further benefit from reduced costs for 
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the services currently provided to them on a non- 
profit basis by Union Data as a result of econo- 
mies of scale in the operations of Union Data. Ap- 
plicants point out that issuance of the requested 
order of the Commission would allow additional in- 
vestment companies to be added to the Seligman 
group of investment companies and served by 
Union Data without incurring the substantial delay 
and expense of obtaining orders from the Com- 
mission in each such instance. Applicants further 
state that it is anticipated that Union Data will con- 
tinue to be primarily engaged in providing data 
processing and related services to the Funds and 
other investment companies in the Seligman 
group even if Union Data is allowed to provide 
such services to third parties on a negotiated 
basis. Finally, Applicants note that further Com- 
mission orders would be required in order to allow 
Union Data to provide data processing and related 
services to any additional investment companies 
in the Seligman group on a basis different from 
which Union Data currently provides such services 
to the Funds. 


Applicants state that the above economies of 
scale would be even larger if data processing and 
related services were provided by Union Data to 
third parties for compensation in excess of its cost 
of providing such services, so that the remaining 
net costs of Union Data to be paid by the Funds 
and any additional investment companies in the 
Seligman group could be thereby reduced. Ac- 
cording to Applicants, opportunities to provide 
services to third parties have been presented to 
Union Data in the past, and it is anticipated that 
further such opportunities will be presented or can 
be developed in the future. If the requested Com- 
mission order is issued, Applicants note that such 
business could be accepted when deemed appro- 
priate and approved by the directors of the Funds 
and any other Seligman investment companies. 
Applicants contend that the potential for acquiring 
such additional business for Union Data would be 
very significantly reduced if the requested Com- 
mission order is not obtained because possible 
third party customers for Union Data are seldom in 
a position to, or willing to, defer making their ar- 
rangements for data processing and similar serv- 
ices for the period of time which would be required 
to obtain orders of the Commission in individual 
situations. 


Applicants assert that the participation of each of 
the Funds and any additional registered invest- 
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ment companies in the Seligman group and of 
Union Data in the proposed arrangements would 
be consistent with the provisions, policies and pur- 
poses of the Act and would not be on a basis 
which is different from or less advantageous than 
that of other participants. Applicants contend that 
the present and contemplated arrangements 
whereby Union Data will be jointly owned by the 
Funds and will furnish data processing and related 
services to the Funds and any additional invest- 
ment companies in the Seligman group on a non- 
profit basis with billings being made in relation to 
services performed do not and will not favor any 
one Fund or other registered investment company 
which may be added to the Seligman group over 
any other. Applicants assert that the proposed re- 
quirements for determinations by the relevant 
Boards of Directors in respect of any particular 
proposed arrangement provide additional assur- 
ances with respect to compliance with the 
standards set out in Section 17(d) and Rule 
17d-1. Applicants further contend that the re- 
quested authorization to permit Union Data to 
serve third parties, on bases to be negotiated with 
such parties, since it will reduce the net costs of 
operating Union Data to be billed to the Funds and 
other investment companies in the Seligman 
group in relation to services performed for them by 
Union Data, also does not appear to favor any one 
Fund or other Seligman investment company over 
any other. Applicants point out that the authoriza- 
tion being requested to permit Union Data to pro- 
vide data processing and related services to third 
parties would not extend to any situation in which 
services by Union Data to a third party was part of 
a joint enterprise or other arrangement in which af- 
filiated persons other than the Funds, any addi- 
tional Seligman investment companies and Union 
Data were participating. In such situations a fur- 
ther Commission order would be required. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than August 31, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reasons for such request, and the issues, 
if any, of fact or law proposed to be controverted, 
or he may request that he be notified if the Com- 
mission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicants at 
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the address stated above. Proof of such service 
(by affidavit or, in the case of an attorney-at-law, 
by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, 
an order disposing of the application herein will be 
issued as of course following said date unless the 
Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any no- 
tices and orders issued in this matter, including 
the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 768/August 3, 1981 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11879/August 3, 1981 


In the Matter of 


G. F. CAPITAL MANAGEMENT 
CORPORATION 


ORDER INSTITUTING PROCEEDINGS AND IM- 
POSING REMEDIAL SANCTIONS 


The Commission deems it appropriate that public 
proceedings be instituted with respect to G. T. 
Capital Management Corporation (‘Registrant’) 
pursuant to Section 203(e) of the Investment Ad- 
visers Act of 1940 (‘Advisers Act’) and Section 
9(b) of the Investment Company Act of 1940 (‘‘In- 
vestment Company Act’). 
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In anticipation of the institution of these proceed- 
ings, Registrant has submitted an Offer of Settle- 
ment which the Commission has determined to ac- 
cept. Under the terms of its offer, Respondent, 
solely for the purpose of settling and terminating 
the matter and without admitting or denying the al- 
legations and findings contained herein, consents 
to the findings and order of the Commission im- 
posing remedial sanctions set forth below. 


Accordingly, IT IS ORDERED that such proceed- 
ings pursuant to Section 203(e) of the Advisers 
Act and Section 9(b) of the Investment Company 
Act be, and they hereby are, instituted. 


iH 
On the basis of the Order for Proceedings and 


Registrant’s Offer of Settlement, the Commission 
makes the following findings: 


A. Registrant was, at all times specified in this 
section, a registered investment adviser with of- 
fices in San Francisco, California, and served as 
investment adviser to G. T. Pacific Fund, Inc. (‘‘the 
Fund’), a registered open-end investment compa- 


ny. 


B. During the period from on or about January 31, 
1977 to about February 1979, Registrant wilfully 
aided and abetted violations of Section 12(d)/1)(B) 
of the Investment Company Act, in that, while act- 
ing as investment adviser to the Fund, Registrant 
aided, abetted, counseled, commanded, induced 
or procured the Fund to knowingly sell its securi- 
ties to other investment companies when, immedi- 
ately after such sales, more than three percent of 
the Fund’s outstanding securities were owned by 
other individual investment companies and more 
than ten percent of the Fund’s outstanding voting 
securites were owned by other investment 
companies in the aggregate. 


C. During the period from on or about January 31, 
1977 to about February 1979, Registrant wilfully 
violated and wilfully aided and abetted violations 
of Sections 20(a) and 34(b) of the Investment 
Company Act and Rule 20a-1 thereunder, Section 
17(a) of the Securities Act of 1933 and Section 
10(b) of the Securities Exchange Act of 1934 and 
Rule 10b-5 thereunder, in that, while acting as in- 
vestment adviser to the Fund, Registrant filed with 
the Commission, and distributed to investors, a 
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prospectus and periodic and proxy reports which 
failed to disclose material facts concerning, among 
other things: 


1. The Fund’s sales of its shares to 
other investment companies; 


. The risks to the Fund created by such 
sales, including the risk that the Fund 
might be forced to liquidate portions 
of its portfolio in order to meet re- 
demptions of large blocks of shares; 


. The Fund’s arrangement of redemp- 
tions of its shares held by investment 
companies, and the impact of such 
redemptions on the Fund. 


D. On or about February 26, 1979, Registrant wil- 
fully violated and wilfully aided and abetted viola- 
tions of Section 34(b) of the Investment Company 
Act in that, while acting as investment adviser to 
the Fund, Registrant, on behalf of the Fund, filed 
with the Commission an application for exemptive 
relief pursuant to Section 6(c) of the Investment 
Company Act which failed to disclose material 
facts and made materially misleading statements 
concerning, among other things: 


1. The number of Fund shares sold to 
other investment companies during 
the period from on or about Janu- 
ary 31, 1977 to about February 1979; 


. The extent of prior violations of Sec- 
tion 12(d)(1)(B) by the Fund; 


. The Fund’s arrangement of redemp- 
tions of shares held by other invest- 
ment companies; and 


. The alleged existence of monitoring 
procedures by the Fund to detect vio- 
lations of Section 12(d)(1)(B). 


In view of the foregoing, it is in the public interest 
to impose the sanctions specified in the Offer of 
Settlement. 
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Accordingly, IT |S ORDERED that Registrant be, 
and hereby is, censured. 


IT IS FURTHER ORDERED that Registrant com- 
ply with its undertakings to: 


1. Waive its investment advisory fee 
from the Fund for 120 days. 


. Designate an employee to monitor 
purchases of shares of the Fund by 
other investment companies; and 


. Seek approval of the Board of Direc- 
tors of the Fund for any material ap- 
plication to the Commission concern- 
ing the Fund. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








LITIGATION 





Litigation Release No. 9411/July 31, 1981 


Securities and Exchange Commission v. Royalpar 
Industries, Inc. 


United States District Court for the District of Co- 
lumbia Civil Action No. 81-1802 


The Commission announced today that it filed a 
civil injunctive action in the United States District 
Court for the District of Columbia against Royalpar 
Industries, Inc. (‘““RPI’’) with offices at 924 
Farmington Avenue, West Hartford, Connecticut, 
06107. The Commission’s Complaint alleges vio- 
lations of the reporting provisions of the Federal 
securities laws and seeks a Judgment of Perma- 
nent Injunction and Other Relief. 


In its Complaint the Commission alleges that RPI, 
as part of a continuing course of violative conduct 
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extending over several years, has failed to file with 
the Commission its Annual and Quarterly Reports 
on Forms 10-K and 10-Q for its fiscal year ended 
January 31, 1981, and fiscal quarter ended 
April 30, 1981, required to have been filed by 
May 1, and June 14, 1981, respectively. It re- 
quests that the Court order RPI to file these re- 
ports forthwith. In addition, the Commission re- 
quests that the Court enjoin RPI from further 
violation of the reporting provisions of the Federal 
securities laws. 





Litigation Release No. 9412/August 3, 1981 


SEC v. Morton Paul Kominsky d/b/a Morton 
Kominsky and Morton Kominsky, CV 81-1924 
(E.D.N.Y. Nickerson, J.) 


The New York Regional Office announced that on 
July 23, 1981, the Honorable Eugene H. Nicker- 
son of the U.S. District Court for the Eastern Dis- 
trict of New York signed Final Judgments of Per- 
manent Injunction by Consent against Morton 
Kominsky, a registered broker-dealer and its sole 
proprietor Morton Paul Kominsky, of 98 Cuttermill 
Road, Great Neck, New York, enjoining them from 
violating and aiding and abetting violations of the 
broker-dealer registration, net capital, bookkeep- 
ing, customer protection, margin, financial report- 
ing, supplemental reporting and fingerprinting pro- 
visions of the Securities Exchange Act of 1934. 
Defendant Kominsky consented to the entry of the 
judgments without admitting or denying any of the 
allegations contained in the Commission’s com- 
plaint. 





Litigation Release No. 9413/August 6, 1981 


SECURITIES AND EXCHANGE COMMISSION v. 
HOWARD L. DAVIDOWITZ 8(United States District 
Court for the Southern District of New York, Civil 
Action No. 81-4857) 


The Commission announced today that the United 
States District Court for the Southern District of 
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New York entered a Final Order against Howard L. 
Davidowitz of New York, New York in an action by 
the Commission for injunctive and other equitable 
relief. The Complaint alleged that Davidowitz vio- 
lated the anti-fraud provisions of the Securities Ex- 
change Act of 1934 in connection with transac- 
tions in the common stock of Drug Fair, Inc. of 
Alexandria, Virginia. The Defendant consented to 
the entry of the Final Order without admitting or 
denying the allegations of the Complaint, which 
was filed concurrently. 


The Defendant was formerly a Principal in the ac- 
counting frim of Ernst & Whinney and was Chair- 
man of the firm’s Retail Industry Committee and 
National Director of its Retail Consulting Group. 


The Commission in its Complaint alleged that 
Davidowitz purchased 11,000 shares of the com- 
mon stock of Drug Fair while in possession of ma- 
terial non-public information concerning the 
planned merger of Drug Fair and Gray Drug 
Stores, Inc. Ernst & Whinney performed certain 
services for Gray Drug in connection with the 
planned merger. The Complaint alleged that 
Davidowitz was consulted in connection with these 
’ services by the firm’s partner assigned to the Gray 
Drug account by telephone on or about Janu- 
ary 16, 1981. The Complaint alleged that Davido- 
witz was informed at that time that Gray Drug was 
considering the acquisition of Drug Fair, that a re- 
view of Drug Fair workpapers had to be completed 
by January 21, 1981, in order for Gray Drug’s 
Board of Directors to consider the acquisition at its 
next meeting and that a purchase price of $20 per 
share was assumed in an anlysis included in pro 
forma financial statements reflecting the combina- 
tion. The Complaint alleged that the then current 
market price was $92 per share. The Complaint 
alleged that Davidowitz purchased the 11,000 
shares on January 19 and 20 and sold the stock 
on January 26, 1981, realizing a net profit of 
$45,746.37. On January 23, 1981, Drug Fair an- 
nounced that two families holding 47 percent of 
the company’s stock had received a bid for their 
shares. On January 27, 1981, Gray Drug an- 
nounced that it would seek to acquire Drug Fair 
through an offer of $20 per share for all of the 
common stock outstanding and that it had an op- 
tion to purchase the 47 percent held by the two 
families. Gray Drug subsequently acquired all of 
Drug Fair’s common stock. 
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The District Court ordered Davidowitz not to vio- 
late the antifraud provisions of the Securities Ex- 
change Act of 1934. The District Court further 
ordered the Defendant to pay over, in accordance 
with an extension of a voluntary offer made by the 
Defendant following the inception of the Commis- 
sion’s investigation, the sum of $45,746.37 to 
those persons from whom he purchased Drug Fair 
stock on January 19 and 20, 1981. The Defendant 
represented in his Consent that sellers of approxi- 
mately 70% of such stock have accepted the offer 
and received payment. 
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